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PROPOSED  RULE  MAKING 


DEPARTMENT  OF  THE  TREASURY 

Internal  Revenue  Service 
[  26  CFR  Part  1  1 


Sec. 

1.1502- 18  Inventory  adjustments. 

1.1502- 19  Adjustments  to  Income  for  ex¬ 

cess  losses  of  a  subsidiary. 

1.1502- 20  [Reserved] 

COBIFUTATION  OT  CONSOUDATED  ITEXS 


CONSOLIDATED  RETURN 
REGULATIONS 

Notice  of  Proposed  Rule  Making 

Notice  is  hereby  given,  pursuant  to  the 
Administrative  Procedure  Act,  approved 
June  11,  1946,  that  the  regulations  set 
forth  in  tentative  form  below  are  pro¬ 
posed  to  be  prescribed  by  the  Commis¬ 
sioner  of  Internal  Revenue,  with  the  ap¬ 
proval  of  the  Secretary  of  the  Treasury 
or  his  delegate.  Prior  to  the  final  adop¬ 
tion  of  such  regulations,  consideration 
will  be  given  to  any  comments  or  sug¬ 
gestions  pertaining  thereto  which  are 
submitted  in  writing,  in  duplicate,  to 
the  Commissioner  of  Internal  Revenue, 
Attention;  CC:LR:T,  Washington,  D.C., 
20224,  within  the  period  of  60  days  from 
the  date  of  pubUcation  of  this  notice 
in  the  Federal  Register.  Any  person 
submitting  written  comments  or  sug¬ 
gestions  who  desires  an  opportunity  to 
comment  orally  at  the  public  hearing 
which  will  be  held  on  these  proposed 
regulations  should  submit  his  request, 
in  writing,  to  the  Commissioner  within 
the  60-day  period.  Notice  of  the  time, 
place,  and  date  of  the  public  hearing  will 
be  published  in  a  subsequent  issue  of  the 
Federal  Register.  The  proiiosed  regu¬ 
lations  are  to  be  issued  imder  the  author¬ 
ity  contained  in  section  7805  of  the  In¬ 
ternal  Revenue  Code  of  1954  (68 A  Stat. 
917;  26U.S.C.  7805). 

[seal]  Sheldon  S.  Cohen, 

Commissioner  of  internal  Revenue. 

The  Income  Tax  Regulations  (26  CFR 
Part  1)  imder  subchapter  A  of  chapter  6 
of  the  Internal  Revenue  Code  of  1954, 
relating  to  consolidated  returns,  are 
amended  by  revising  the  regulations  un¬ 
der  section  1502  to  read  as  follows: 

CoNsoLmATED  Return  Regulations 


Sec. 

1.1502  Statutory  {M’ovislons;  regulations. 

1.1502- 0  Effective  date. 

1.1502- 1  Definitions. 

Consolidated  Tax  Liabilitt 


1.1502- 2  Computation  of  tax  liability. 

1.1502- 3  ConsoUdated  credit  for  invest¬ 

ment  in  certain  depreciable 
property. 

1.1502- 4  Consolidated  credit  for  foreign 

taxes. 

1.1502- 5  Estimated  tax. 

1.1502- 6  UablUty  for  tax. 

1.1502- 7  to  1.1502-10  (Reserved] 


Computation  or  Consolidated  Taxable 
Income 


1.1502-11  ConsoUdated  taxable  income. 
Computation  or  Separate  Taxable  Income 


1.1502- 12 

1.1502- 13 

1.1502- 14 


1.1502- 15 

1.1502- 16 

1.1502- 17 


Separate  taxable  income. 
Intercompany  transactions. 
Amounts  received  with  respect  to 
stock,  bonds,  or  other  obliga¬ 
tions  of  a  member  of  the  group. 
Limitation  on  certain  deductions. 
Mine  exploration  expenditures. 
Methods  of  accounting. 


1.1502- 21 

1.1502- 22 

1.1502- 23 

1.1502- 24 

1.1502- 25 

1.1502- 26 

1.1502- 27 


ConsoUdated  net  operating  loss 
deduction. 

ConsoUdated  net  capital  gain  or 
loss. 

ConsoUdated  section  1231  net  gain 
or  loss. 

ConsoUdated  charitable  contribu¬ 
tions  deduction. 

ConsoUdated  section  922  deduc¬ 
tion. 

ConsoUdated  dividends  received 
deduction. 

ConsoUdated  section  247  deduc¬ 
tion. 


1.1502-28  to  1.1502-30  [Reserved] 


Basis,  Stock  Ownership,  and  Earnings  and 
Profits  Rules 


1.1502- 31 

1.1502- 32 


1.1502- 33 

1.1502- 34 

1.1502- 35 


Basis  of  property. 

Reduction  of  basis  on  sale  or 
other  disposition  of  stock  and 
obligations  of  members  of  a 
group. 

Earnings  and  profits. 

Special  aggregate  stock  ownership 
rules. 

[Reserved] 


Special  Taxes  and  Taxpayers 


1.1502- 36  Determination  of  ConsoUdated  net 

long-term  capital  gain  and  con¬ 
solidated  net  short-term  capi¬ 
tal  loss. 

1.1502- 37  to  1.1502-74  [Reserved] 
Administrative  Provisions  and  Other  Rules 


1.1502- 75 

1.1502- 76 

1.1502- 77 

1.1502- 78 

1.1502- 79 

1.1502- 80 


Filing  Of  consolidated  returns. 
Taxable  year  of  members  of  group. 
Common  parent  agent  for  sub¬ 
sidiaries. 

Tentative  carryback  adjustment. 
Separate  return  years. 
Applicability  of  other  provisions 
of  law. 


Regulations  Applicable  to  Taxable  Years 
Prior  TO  January  1,  1966 


1.1502- 0A  Introductory. 

1.1502- 1 A  PrlvUege  of  making  consoli¬ 

dated  returns. 

1.1502- 2A  Definitions. 

1.1502- 3A  Applicability  of  other  provisions 

of  law. 

1.1502- 4A  to  1.1502-9A  [Reserved] 

1.1502- 10A  Exercise  of  privUege. 

1.1502- llA  ConsoUdated  returns  fm*. subse¬ 

quent  years. 

1.1502- 12A  Making  consolidated  return  and 

filing  other  forms. 

1.1502- 13A  Change  in  affiliated  group  dur¬ 

ing  taxable  year. 

1.1502- 14A  Accounting  period  at  an  affili¬ 

ated  group. 

1.1502- 15A  Liability  for  tax. 

1.1502- 16A  Common  piu-ent  corporation 

agent  for  subsidiaries. 

1. 1502- 1 7A  Waivers. 

1.1502- 18A  Failure  to  comply  with  regula¬ 

tions.  ' 


1.1502- 19A 

1.1502- 20A 

1.1502- 30A 

1.1502- 31A 

1.1502- 32A 


1.1502- 33 A 

1.1502- 34A 

1.1502- 35A 


Tentative  carrybimk  adjust¬ 
ments. 

to  1.1502-29A  [Reserved] 

Computation  of  tax. 

Basis  of  tax  computation. 

Method  of  computation  of  in¬ 
come  tot  period  at  less  than 
12  months. 

Gain  or  loss  from  sale  of  stock, 
or  bonds  or  other  obligations. 

Sale  of  stock;  basis  for  deter¬ 
mining  gain  or  loss. 

Sale  of  bonds  or  other  obliga¬ 
tions;  basis  for  determining 
gain  or  loss. 


Sec. 

1.1502- 36A  Limitation  on  allowable  losses 

on  sale  of  stock,  or  bonds,  or 
otho:  obligations. 

1.1502- 37A  Liquidations;  recognition  of 

£;aln  or  loss. 

1.1502- 38A  Basis  of  property. 

1.1502- 39A  Inventories. 

1.1502- 40A  Bad  debts. 

1.1502- 41 A  Sale  and  retirement  by  corpora¬ 

tion  of  its  bonds. 

1.1502- 42 A  Capital  loss  limitations  and 

carryover. 

1.1502- 43A  Credit  for  foreign  taxes. 

1.1502- 44A  Methods  of  accounting. 

1.1502- 45A  Mine  exploration  expenditures. 

1 .1 502- 46 A  Depreciation. 

1.1502- 47A  Election  to  deduct  accrued  taxes. 

1.1502- 48A  LiabUity  for  tax  under  section 

531. 

1.1502- 49 A  Additions  to  tax  for  failure  to 

pay  estimated  tax. 

1.1502- 50A  Gain  on  sale  at  bonds  and  other 

evidences  of  Indebtedness. 

1.1502- 51 A  Credit  for  investment  in  certain 

depreciable  property. 

§  1.1502  Statutory  provisions;  regula¬ 
tions. 

Sec.  1502.  Regulations.  The  Secretary  or 
his  delegate  shaU  prescribe  such  regulations 
as  he  may  deem  necessary  in  order  that  the 
tax  liability  of  any  affiliated  group  of  corpo¬ 
rations  making  a  consolidated  return  and  of 
each  corporation  in  the  group,  both  during 
and  after  the  period  of  affiliation,  may  be 
returned,  determined,  computed,  assessed, 
collected,  and  adjusted,  in  such  manner  as 
clearly  to  refiect  the  inciune  tax  liability  and 
the  various  factors  necessary  for  the  deter¬ 
mination  of  such  liability,  and  in  order  to 
prevent  avoidance  of  such  tax  liability. 

§  1.1502—0  Effective  date. 

(a)  The  provisions  of  §§  1.1502-1 
through  1.1502-80  shall  be  aiH>licable  to 
taxable  years  beginning  after  December 
31, 1965. 

(b)  The  provisions  of  §§  1.1502-()A 
through  1.1502-51A  shall  be  applicable  to 
taxable  years  beginning  before  Janu¬ 
ary  1, 1966. 

§  1.1502—1  Definitions. 

(a)  Group.  The  term  "group”  means 
an  affiliated  group  of  corporations  as  de¬ 
fined  in  section  1504. 

(b)  Member.  The  term  "member” 
means  a  corporation  (including  the  com¬ 
mon  parent  corporation)  which  is  in¬ 
cluded  within  such  group. 

(c)  Subsidiary.  The  term  "subsidiary” 
means  a  corporation  (other  than  the 
common  parent  corporation)  which  is 
a  member  of  such  group. 

(d)  Consolidated  return  year.  The 
term  “consolidated  return  year”  means 
a  taxable  year  for  which  a  consolidated 
return  is  filed  or  required  to  be  filed  by 
such  group. 

(e)  Separate  return  year.  The  term 
"separate  return  year”  means  q  taxable 
year  of  a  corporation  for  which  it  files 
a  separate  return  or  for  which  it  joins 
in  the  making  of  a  consolidated  return 
by  another  group. 

(f)  Separate  return  limitation  year. 
The  term  “separate  return  limitation 
year”  means  any  separate  return  year  of 
a'  member  of  the  group  (or  a  predecessor 
of  such  member),  except  that,  if — 

(1)  Such  member  is  ^e  common  par¬ 
ent  corporation  for  the  consolidated  re¬ 
turn  year  to  which  the  tax  attribute  is 
to  be  carried  from  the  separate  return 
year,  or 
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(2)  Such  member  (or  predecessor) 
was  a  member  of  the  group  for  each  day 
of  the  separate  return  year  from  which 
the  tax  attribute  Is  to  be  carried. 

then  such  term  shall  not  include  such 
separate  return  year  provided  that  an 
election  under  section  1562  (relating  to 
privilege  of  groups  to  elect  multiple  sur¬ 
tax  exemptions)  was  not  effective  for 
such  year.  For  purposes  of  the  preced¬ 
ing  sentence,  the  term  “predecessor” 
means  a  transferor  or  distributor  of  as¬ 
sets  to  a  member  of  the  group  in  a  trans¬ 
action  to  which  section  381(a)  applies, 
and  an  election  under  section  1562  which 
is  effective  for  a  taxable  year  beginning 
in  1963  and  ending  in  1964  shall  be  dis¬ 
regarded. 

(g)  Consolidated  return  change  of 
ownership — (1)  General  rule.  A  con¬ 
solidated  return  change  of  ownership 
occurs  during  a  taxable  year  of  the  cor¬ 
poration  which  is  the  common  parent  for 
the  taxable  year  to  which  the  tax  at¬ 
tribute  is  to  be  carried  if,  at  the  close  of 
such  year,  those  persons  described  in 
subparagraph  (2)  of  this  paragraph  own 
(within  the  meaning  of  section  382(a) 

(3))  a  percentage  of  the  fair  market 
vsdue  of  the  outstanding  stock  of  such 
common  parent  which  is  more  than  50 
percentage  points  greater  than  such  per¬ 
son  or  persons  owned — 

(1)  At  the  beginning  of  such  taxable 
year,  or 

(ii)  At  the  beginning  of  the  preceding 
taxable  year. 

(2)  Persons  increasing  their  owner¬ 
ship.  The  persons  referred  to  in  sub- 
paragraph  (1)  of  this  paragraph  are — 

(i)  In  the  case  of  any  person’s  in¬ 
crease  in  ownership  of  the  stock  of  the 
common  parent  attributable  to  the  events 
described  in  section  382(a)  (1)  (B) .  those 
persons  described  in  section  382(a)(2), 
and 

(il)  In  the  case  of  any  person’s  in¬ 
crease  in  ownership  of  the  stock  of  the 
common  parent  attributable  to  a  reor¬ 
ganization  described  in  section  368(a) 
(1)(B),  each  such  person. 

Thus,  for  example,  a  consolidated  return 
change  of  ownership  may  be  attributable 
to  a  purchase  of  stock,  a  redemption  of 
outstanding  stock,  a  reorganization  de¬ 
scribed  in  section  368(a)(1)(B),  or  a 
combination  of  the  foregoing. 

(3)  Old  members.  ’The  term  “old 
members”  of  a  group  means — 

(i)  ’Those  corporations  which  were 
members  of  such  group  immediately  pre¬ 
ceding  the  first  day  of  the  taxable  year 
in  which  the  consolidated  return  change 
of  ownership  occurs,  or 

(ii)  If  the  group  was  not  in  existence 
prior  to  the  taxable  yea^^in  which  the 
consolidated  return  change  of  ownership 
occurs,  the  corporation  which  is  the  com¬ 
mon  parent  for  the  taxable  year  to  which 
the  tax  attribute  is  to  be  carried. 

(4)  Spedai  rules.  For  purposes  of 
this  paragraph — 

(i)  Stock  means  all  shares  except  non¬ 
voting  stock  which  is  limited  and  pre¬ 
ferred  as  to  dividends;  and 

(ii)  Any  share  of  stock  which  is 
treated  as  owned  by  more  than  one  per¬ 
son  pursuant  to  section  382(a)(3)  shall 
be  taken  into  account  with  respect  to 
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only  one  person  In  the  manner  in  which 
it  will  impute  the  greatest  increase  in 
ownership  under  subparagn^jh  (1)  of 
this  paragraph. 

CONSOLmATED  TAX  LlABn.ITT 
§  1.1502—2  Computation  of  tax  liability. 

’The  tax  liability  of  a  group  for  a  con¬ 
solidated  return  year  shall  be  determined 
by  adding  together — 

(a)  The  tax  imposed  by  section  11  on 
the  consolidated  taxable  income  for  such 
year  (see  §  1.1502-11  for  the  computation 
of  consolidated  taxable  income) ; 

(b)  The  tax  imposed  by  section  541  on 
the  consolidated  undistributed  personal 
holding  company  income  (see  §  1.1502-42 
for  the  computation  of  consolidated  im- 
distributed  personal  holding  company 
income) ; 

(c)  If  paragraph  (b)  of  this  section 
does  not  apply,  the  aggregate  of  the  taxes 
imposed  by  section  541  on  the  separate 
imdistributed  personal  holding  company 
income  of  the  members  of  the  group 
which  are  personal  holding  companies 
(see  §  1.1502-45  for  the  computation  of 
separate  undistributed  personal  holding 
company  income) ; 

(d)  If  paragraph  (b)  of  this  section 
does  not  apply,  the  tax  imposed  by  sec¬ 
tion  531  on  the  consolidated  accumu¬ 
lated  taxable  income  (see  §  1.1502-51  for 
the  computation  of  consolidated  accumu¬ 
lated  taxable  Income) ; 

(e)  The  tax  imposed  by  section  594(a) 
in  lieu  of  the  taxes  imposed  by  section 
11  or  1201  on  the  taxable  Income  of  a 
life  insurance  department  of  the  com¬ 
mon  parent  of  a  group  which  is  a  mutual 
savings  bank  (see  §  1.1502-67) ; 

(f)  The  tax  imposed  by  section  802(a) 
on  consolidated  life  insurance  company 
taxable  income  (see  S  1.1502-61  for  the 
computation  of  consolidated  life  insur¬ 
ance  company  taxable  income) ; 

(g)  ’Thetaximposedby  section  831(a) 
on  the  consolidated  insurance  company 
taxable  income  of  the  members  of  the 
group  which  are  subject  to  such  tax  (see 
S  1.1502-56  for  the  computation  of  con¬ 
solidated  insiurance  company  taxable 
income) ; 

(h)  The  tax  imposed  by  section  1201, 
in  lieu  of  the  taxes  computed  under  para¬ 
graphs  (a)  and  (g)  of  this  section,  com¬ 
puted  by  reference  to  the  excess  of  the 
consolidated  net  long-term  capital  gain 
over  the  consolidated  net  short-teim 
capital  loss  (see  S  1.1502-36  for  the  deter¬ 
mination  of  the  consolidated  net  long¬ 
term  capital  gain  and  the  consolidated 
net  short-term  capital  loss) ; 

(i)  [Reserved] 

(j)  The  tax  imposed  by  section  1333 
on  war  loss  recoveries;  and 

by  allowing  as  a  credit  against  such 
taxes  the  credit  under  section  38  for  in¬ 
vestment  in  certain  depreciable  property 
(see  S  1.1502-3)  and  the  credit  under 
section  33  for  taxes  of  foreign  countries 
and  possessions  of  the  United  States  (see 
S  1.1502-4).  For  purposes  of  this  sec¬ 
tion.  the  surtax  exemption  of  the  group 
for  a  consolidated  return  year  is  $25,000, 
or  if  a  lesser  amount  is  allowed  under  sec¬ 
tion  1561,  such  lesser  amoimt.  See 
S  1.1561-2  (a)  (2).  For  increase  in  tax 
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due  to  the  application  of  section  47,  see 
paragraph  (f)  of  §  1.1502-3. 

§  1.1502—3  Consolidated  credit  for  in¬ 
vestment  in  certain  depreciaUe  prop¬ 
erty. 

(a)  Determination  of  amount  of  con¬ 
solidated  credit — (1)  In  general.  ’The 
credit  allowed  by  section  38  for  a  con¬ 
solidated  return  year  of  a  group  shall  be 
equal  to  the  consolidated  credit  earned. 
The  consolidated  credit  earned  is  equal 
to  the  aggregate  of  the  credit  earned  (as 
determined  under  subparagraph  (2)  of 
this  paragraph)  by  all  members  of  the 
group  for  the  consolidated  return  year. 

(2)  Determination  of  credit  earned. 
The  credit  earned  of  a  member  of  the 
group  is  an  amount  equal  to  7  percent  of 
such  member’s  qualified  investment 
(determined  under  section  46(c)).  For 
purposes  of  computing  a  member’s 
qualified  investment,  the  basis  of  prop¬ 
erty  shall  not  include  any  gain  or  loss 
which  is  deferred  with  respect  to  such 
property  by  another  member  of  the 
group  imder  the  provisions  of  paragraph 
(c)  of  §  1.1502-13.  Thus,  if  section  38 
property  acquired  in  a  deferred  inter¬ 
company  transaction  has  a  basis  of  $100 
to  the  purchasing  member  and  the  selling 
member  has  deferred  a  $20  gain  with 
respect  to  such  property,  the  basis  of 
such  property  for  purposes  of  computing 
the  pmchaser’s  qualified  investment  is 
only  $80.  If.  however,  the  group  elects 
to  take  into  account  the  $20  gain  with 
respect  to  such  deferred  intercompany 
transaction  under  paragraph  (c)  (3)  of 
§  1.1502-13,  the  basis  of  such  property 
shall  be  $100.  Such  basis  (either  $100 
or  $80.  as  the  case  may  be)  shall  also  be 
used  for  purposes  of  applying  section  47 
to  such  property.  See  paragraph  (f)  of 
this  section. 

(3)  Consolidated  limitation  based  on 
amount  of  tax.  (i)  Notwithstanding 
the  amoimt  of  the  consolidated  credit 
earned  for  the  taxable  year,  the  con¬ 
solidated  credit  allowed  by  section  38  to 
the  group  for  the  consolidated  return 
year  is  limited  to — 

(a)  So  much  of  the  consolidated  lia¬ 
bility  for  tax  as  does  not  exceed  $25,000, 
plus 

(b)  25  percent  of  the  consolidated  lia¬ 
bility  for  tax  in  excess  of  $25,000. 

’The  $25,000  amount  referred  to  in  (a) 
and  (b)  of  the  preceding  sentence  shall 
be  reduced  by  any  part  of  such  $25,000 
amount  apportioned,  imder  paragraph 
(f)  (6)  of  §  1.46-1,  to  members  of  the 
afiOliated  group  (as  defined  in  section 
46(a)(5))  which  do  not  join  in  the 
filing  of  the  consolidated  return.  The 
amount  determined  under  this  subpara¬ 
graph  shall  be  referred  to  in  this  section 
as  the  “consolidated  limitation  based  on 
amount  of  tax”. 

(ii)  If  an  organization  to  which  sec¬ 
tion  593  applies  or  a  cooperative  orga¬ 
nization  described  in  section  1381(a) 
joins  in  the  filing  of  the  consolidated  re¬ 
turn.  the  $25,000  amount  referred  to  in 
subdivision  (i)  (a)  and  (b)  of  this  sub- 
paragraph  (or  such  $25,000  amount  re¬ 
duced  by  any  part  of  such  amount  appor¬ 
tioned  to  members  of  the  affiliated  group, 
as  defined  in  section  46(a)  (5) ,  which  do 
not  join  in  the  filing  of  the  consolidated 
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return)  shall  be  apportioned  equally 
among  the  members  of  the  group  filing 
the  consolidated  return.  The  amount  so 
apportioned  equally  to  any  such  organ¬ 
ization  shall  then  be  decreased  in  ac¬ 
cordance  with  the  provisions  of  section 
46(d).  Finally,  the  s\un  of  all  such 
equal  portions  (as  decreased  imder  sec¬ 
tion  46(d) )  of  each  member  of  the  group 
shall  be  substituted  for  the  $25,000 
amount  referred  to  in  subdivision  (i) 

(a)  and  (b)  of  this  subparagraph. 

(4)  Consolidated  liability  tor  tax. 
For  purposes  of  subparagraph  (3)  of  this 
paragraph,  the  consolidated  liability  for 
tax  shall  be  the  income  tax  imposed  for 
the  taxable  year  upon  the  group  by 
chapter  1  of  the  Code,  reduced  by  the 
consolidated  foreign  tax  credit  allowable 
under  §  1.1502-4.  The  tax  imposed  by 
section  531  (relating  to  imposition  of  ac- 
cumlated  earnings  tax)  or  by  section  541 
(relating  to  imposition  of  personal  hold¬ 
ing  company  tax)  shall  not  be  consid¬ 
ered  tax  imposed  by  chapter  1  of  the 
Code.  In  addition,  any  Increase  in  tax 
resulting  from  the  application  of  section 
47  (relating  to  certain  dispositions,  etc., 
of  section  38  pn^rty)  shall  not  be 
treated  as  tax  imposed  by  chapter  1  for 
purposes  of  computing  the  consolidated 
liability  for  tax. 

(b)  Carryback  and  carryover  of  un¬ 
used  credits — (1)  Allowance  of  unused 
credit  as  consolidated  carryback  or 
carryover.  A  group  shall  be  allowed  to 
add  to  the  amount  allowable  as  a  credit 
under  paragraph  (a)  (1)  of  this  section 
for  any  consolidated  return  year  an 
amount  equal  to  the  aggregate  of  the 
consolidated  Investment  credit  carry¬ 
overs  and  carrybacks  to  such  year.  The 
consolidated  investment  credit  carry¬ 
overs  and  carrybacks  to  the  taxable  year 
shall  consist  of  any  consolidated  imused 
credits  of  the  group,  plus  any  unused 
credits  of  members  of  the  group  arising 
in  separate  return  years  of  such  mem¬ 
bers.  which  may  be  carried  over  or  back 
to  the  taxable  year  under  the  principles 
of  section  46(b) .  However,  such  consoli¬ 
dated  carryovers  and  carrybctcks  shall 
not  include  any  consolidated  unused 
credits  apportioned  to  a  corporation  for 
a  separate  return  year  pursuant  to  para¬ 
graph  (c)  of  §  1.1502-79  and  shall  be 
subject  to  the  limitations  contained  in 
i>aragraphs  (c)  and  (e)  of  this  section. 
A  cons^dated  unused  credit  for  any 
consolidated  return  year  is  the  excess 
of  the  consolidated  credit  earned  over  the 
consolidated  limitation  based  on  amount 
of  tax  for  such  year. 

(2)  Absorption  rules.  For  purposes 
of  determining  the  amount,  if  any,  of 
an  imused  credit  (whether  consolidated 
or  separate)  which  can  be  carried  to  a 
taxable  year  (consolidated  or  separate) , 
the  amount  of  such  unused  credit  which 
Is  absorbed  in  a  prior  consolidated  re¬ 
turn  year  under  section  46(b)  shall  be 
determined  by — 

(i)  Applying  all  unused  credits  which 
can  be  carried  to  such  prior  year  in  the 
order  of  the  taxable  years  in  which  such 
unused  credits  arose,  beginning  with  the 
taxable  year  which  ends  earliest,  and 

(ti)  Applying  all  such  unused  credits 
which  can  be  carried  to  such  prior  year 


from  taxable  years  ending  on  the  same 
date  on  a  pro  rata  basis. 

(c)  Limitation  on  investment  credit 
carryovers  and  carrybacks  from  separate 
return  years — (1)  General  rule.  In  the 
case  of  an  unused  credit  of  a  member 
of  the  group  arising  in  a  separate  return 
•limitation  year  (as  defined  in  paragraph 
(f)  of  S  1.1502-1)  of  such  member  (and 
in  a  separate  return  limitation  year  of 
any  predecessor  of  such  member),  the 
amount  which  may  be  included  under 
paragraph  (b)  of  this  section  (computed 
without  regard  to  the  limitation  con¬ 
tained  in  paragraph  (e)  of  this  section) 
shall  not  exceed  the  amount  determined 
imder  subparagraph  (2)  of  this 
paragraph. 

(2)  Computation  of  limitation.  The 
Eunount  referred  to  in  subparagraph  (1) 
of  this  paragraph  with  respect  to  a  mem¬ 
ber  of  the  group  is  the  excess,  if  any, 
of — 

(i)  The  limitation  based  on  amount 
of  tax  of  the  group,  minus  such  llndta- 
tion  recomputed  by  excluding  the  Items 
of  income  and  deduction  of  such  mem¬ 
ber,  over 

(ii)  The  sum  of  (a)  the  credit  earned 
by  such  member  for  such  consolidated 
return  year,  and  (b)  the  unused  credits 
attributable  to  such  member  which  may 
be  carried  to  such  consolidated  return 
year  arising  in  unused  credit  years  end¬ 
ing  prior  to  the  particular  separate  re¬ 
turn  limitation  year. 

(d)  Examples.  The  provisions  of 
paragraphs  (a),  (b),  and  (c)  of  this 
section  may  be  illustrated  by  the  follow¬ 
ing  examples: 

Example  {!).  Corporaticm  P  Is  Incorpo¬ 
rated  on  January  1. 1966.  On  that  same  day 
P  Incorporates  corporation  S,  a  wholly  owned 
subsidiary.  P  and  S  file  consolidated  re¬ 


turns  for  calendar  years  1966  and  1967.  P'g 
and  S’s  credit  earned,  the  consolidated  credit 
earned,  and  the  consolidated  limitation 
based  on  amount  of  tax  for  1966  and  1967 
are  as  follows: 


1 

i 

Credit  | 
earned  | 

1 

Consoli¬ 

dated 

credit 

earned 

Consoli. 

dated 

limita¬ 

tion 

based  on 
amount 
of  tax 

1966: 

P . 

$60,000 

30,000 

40,000 

25,000 

}  $90,000 

1  $100,000 

8 . 

1967: 

P . . 

}  65,000 

50,000 

8.... . 

(I)  P’s  and  S’s  credit  earned  for  1986  are 
aggregated  and  the  group’s  consolidated 
credit  earned,  $90,000,  is  allowable  In  full  to 
the  group  as  a  credit  under  section  38  for 
1966  since  such  amount  Is  less  than  the 
consolidated  limitation  based  on  amount  of 
tax  for  1966,  $100,000. 

(II)  Since  the  consolidated  limitation 
based  on  amount  of  tax  for  1967  is  $50,000, 
only  $50,000  of  the  $65,000  consolidated  credit 
earned  for  such  year  is  aUowable  to  the  group 
under  section  38  as  a  credit  for  1967.  The 
consolidated  unused  credit  for  1967  of  $15,000 
($65,000  less  $50,000)  Is  a  consolidated  In¬ 
vestment  credit  carryback  and  carryover  to 
the  years  prescribed  in  section  46(b).  In 
this  case  the  consolidated  unused  credit  is  a 
consolidated  Investment  credit  carryback  to 
1966  (since  P  and  S  were  not  in  existence  in 
1964  and  1965)  and  a  consolidated  invest¬ 
ment  credit  carryover  to  1968  and  subsequent 
years.  The  portion  of  the  consolidated  un¬ 
used  credit  for  1967  which  Is  aUowable  as  a 
credit  tor  1966  is  $10,000.  This  amount  shaU 
be  added  to  the  amount  aUowable  as  a  credit 
to  the  group  for  1966.  The  balance  of  the 
consoUdated  unused  credit  for  1967  to  be 
carried  to  1968  Is  $5,000.  These  amounts  are 
computed  as  follows : 


Consolidated  carryback  to  1066 . . . . . . .  jl6  ooq 

1966  consolidated  limitation  based  on  tax . - . I . ”$io6'66o  ' 

Less;  Consolidated  credit  earned  tor  1966 . . . . . $W,  566  ’ 

Consolidated  unused  credits  attributable  to  years  preceding  1967 .  0  90, 000 


Limit  on  amount  of  1967  consoUdated  unused  credit  which  may  be  added  as  a 
credit  for  1966 . . . .  10,  ooo 

Balance  of  1967  consolidated  unused  credit  to  be  carried  to  1968 .  8, 000 


Example  (2).  Assume  the  same  facts  as 
in  example  (1),  except  that  all  the  stock  of 
corporation  T,  also  a  calendar  year  taxpayer. 
Is  acquired  by  P  on  January  1,  1968,  and 
that  P,  S,  and  T  file  a  consoUdated  return  tar 
1968.  In  1966  T  had  an  unused  credit  of 
$10,000  which  has  not  been  absorbed  and  is 
available  as  an  investment  credit  carryover  to 
1968.  Such  carryover  is  from  a  separate  re¬ 
turn  limitation  year.  P’s  and  S’s  credit 
earned  for  1968  is  $10,000  each  and  T"s  credit 
earned  Is  $8,000;  the  consoUdated  credit 
earned  Is  therefore  $28,000.  The  group’s  con¬ 
soUdated  limitation  based  on  amount  of  tax 
for  1968  Is  $50,000.  Such  limitation  recom¬ 
puted  by  eiftluding  the  items  of  Income  and 
deduction  of  T  is  $30,000.  Thus,  the  amount 
determined  under  paragraph  (c)  (2)  (1)  of 
this  section  is  $20,000  ($50,000  minus  $30,- 
000).  Accordingly,  the  limitation  on  the 
carryover  of  ’T’s  unused  credit  is  $12,000,  the 
excess  of  $20,000  over  $8,000  (the  siun  of  Ts 
credit  earned  for  the  taxable  year  and  any 
carryovers  frmn  prior  unused  credit  years 
(none  in  this  case)).  TherefcM’e  Ts  $10,000 
unused  credit  from  1966  may  be  carried  over 
to  the  consolidated  return  year  without 
limitation. 

(i)  'The  group's  consoUdated  credit  earned 
for  1968,  $28,000,  is  aUowable  in  full  as  a 


credit  imder  section  38  since  such  amount  is 
less  than  the  consolidated  limitation  based 
on  amount  of  tax,  $50,000. 

(ii)  The  group’s  consolidated  investment 
credit  carryover  to  1968  is  $15,000,  consist¬ 
ing  of  the  consolidated  unused  credits  of 
the  group  ($5,000),  plus  T’s  separate  return 
year  imused  credit  ($10,000).  The  entire 
$15,000  consolidated  carryover  shall  be  added 
to  the  amount  aUowable  to  the  group  as  a 
credit  under  section  38  for  1968  since  such 
amount  is  less  than  $22,000  (the  excess  of  the 
consolidated  Umitation  based  on  tax,  $50,000, 
over  the  sum  of  the  consolidated  credit 
earned  for  1968,  $28,000,  and  unused  credits 
arising  in  prior  unused  credit  years,  zero) . 

Example  (3).  Assume  the  same  facts  as 
in  example  (2),  except  that  the  amount  de¬ 
termined  under  paragraph  (c)  (2)  (i)  of  this 
section  is  $12,000.  Therefore,  the  limitation 
on  the  carryover  of  T’s  unused  credit  is 
$4,000.  Accordingly,  the  consoUdated  in¬ 
vestment  credit  carryover  is  only  $9,000  since 
the  amount  of  Ts  separate  return  year  un¬ 
used  credit  which  may  be  added  to  the 
group’s  $5,000  consoUdated  unused  credit  is 
$4,000.  These  amounts  are  computed  as 
follows: 
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T’s  carryover  to  1968 _ _ _ _ _  $10, 000 

Consolidated  limitation  baaed  on  amount  of  tax  minus  recomputed  limitation _ _  $12, 000 

l,ess;  T’s  credit  earned  for  1068 . .  $8,000 

Unuaed  credits  attributable  to  T  arising  in  unused  credit  years  ineoeding  1960 . .  0  8,000 


limit  on  amount  of  1966  unused  credit  of  T  which  may  be  added  to  consolidated  invest¬ 
ment  credit  carryover _ _ _  4, 000 


Balance  of  1966  unused  credit  of  T  to  be  carried  to  1069  (subject  to  the  limitation  contained 
in  paragraph  (c)  of  this  section) _ _ _ _ _ _ _ _ _  6,000 


(e)  Limitation  on  investment  credit 
carryovers  where  there  has  been  a  con¬ 
solidated  return  change  of  ownership — 

(1)  General  rule.  If  a  consolidated  re¬ 
turn  change  of  ownership  (as  defined  in 
paragraph  (g)  of  S  1.1502-1)  occurs  dur¬ 
ing  the  taxable  year  or  an  earlier  taxable 
year,  the  amount  which  may  be  included 
under  paragraph  (b)  of  this  section  in 
the  consolidated  investment  credit  carry¬ 
overs  to  the  taxable  year  with  respect  to 
the  aggregate  unused  credits  attributable 
to  old  members  of  the  group  (as  defined 
in  paragraph  (g)  (3)  of  §  1.1502-1)  aris¬ 
ing  in  taxable  years  (consolidated  or 
separate)  ending  on  the  same  day  and 
before  the  taxable  year  in  which  the 
consolidated  return  change  of  ownership 
occurred  shall  not  exceed  the  amount  de¬ 
termined  under  subparagraph  (2)  of 
this  paragraph. 

(2)  Computation  of  limitation.  The 
amount  referred  to  in  subparagraph  (1) 
of  this  paragraph  shall  be  the  excess 
of  the  consolidated  limitation  based  on 
amoimt  of  tax  for  the  taxable  year,  re¬ 
computed  by  including  only  the  items  of 
Income  and  deduction  of  the  old  mem- 
bo's  of  the  group,  over  the  sum  of — 

(1)  The  aggregate  credits  earned  by 
the  old  members  of  the  group  for  the 
taxable  year,  and 

(it)  The  aggregate  imused  credits  at¬ 
tributable  to  the  old  members  of  the 
group  which  may  be  carried  to  the  tax¬ 
able  year  arising  in  luiused  credit  years 
ending  prior  to  the  particular  unused 
credit  year  or  years. 

(f)  Early  dispositions,  etc.,  of  section 
i8  property — (1)  Dispositions  of  section 
38  property  during  and.  after  consoli¬ 
dated  return  year.  If  property  is  sub¬ 
ject  to  section  47(a)  (1)  or  (2)  with 
respect  to  a  member  during  a  consoli¬ 
dated  retium  year,  any  incresise  in  tax 
shall  be  added  to  the  tax  liability  of 
the  group  under  S  1.1502-2  (regardless 
of  whether  the  property  was  placed  in 
service  in  a  consolidated  or  separate  re¬ 
turn  year) .  Also,  if  property  is  subject 
to  section  47(a)  (1)  or  (2)  with  respect 
to  a  corporation  during  a  taxable  year 
for  which  such  corporation  files  on  a 
separate  return  basis,  any  increase  in  tax 
shall  be  added  to  the  tax  liability  of 
such  corporation  (regardless  of  whether 
such  property  was  placed  in  service  in 
a  consolidated  or  separate  return  year) . 

(2)  Exception  for  certain  intercom¬ 
pany  transactions,  (i)  Except  as  pro¬ 
vided  in  subdivisions  (ii)  and  (ill)  of  this 
subparagraph,  a  transfer  of  section  38 
property  from  one  member  of  the  group 
to  another  member  of  su<*  group  during 
a  consolidated  return  year  shall  not  be 
treated  as  a  disposition  or  cessation  with¬ 
in  the  meaning  of  section  47(a)  (1).  If 
such  section  38  property  is  disposed  of, 
or  otherwise  ceases  to  be  section  38  prop¬ 
erty  or  becomes  public  utility  property 
with  respect  to  the  transferee,  before 


the  close  of  the  estimated  useful  life 
which  was  taken  into  account  in  com¬ 
puting  qualified  investment,  then  section 
47(a)  (1>  or  (2)  shall  apply  to  the 
transferee  with  respect  to  such  property 
(determined  by  taking  into  account  the 
period  of  use,  qualified  investment,  other 
dispositions,  etc.,  of  the  transferor) . 
Any  increase  in  tax  due  to  the  applica¬ 
tion  of  section  47(a)  (1)  or  (2)  shall  be 
added  to  the  tax  liability  of  such  trans¬ 
feree  (or  the  tax  liability  of  a  group,  if 
the  transferee  joins  in  the  filing  of  a 
consolidated  return). 

(il)  Except  as  provided  in  subdivision 
(ill)  of  this  subparagraph,  if  section  38 
property  is  disused  of  dining  a  con¬ 
solidated  return  year  by  one  member  of 
the  group  to  another  member  of  such 
group  which  is  an  organization  to  which 
section  593  applies  or  a  cooperative  orga¬ 
nization  described  in  section  1381(a), 
the  tax  under  chapter  1  of  the  Code  for 
such  consolidated  return  year  shall  be 
increased  by  an  amount  equal  to  the 
aggregate  decrease  in  the  credits  allowed 
under  section  38  for  all  prior  taxable 
years  which  would  result  solely  from 
treating  such  property,  for  purposes  of 
determining  quaked  investment,  as 
placed  in  service  by  such  organization  to 
which  section  593  applies  or  such  co¬ 
operative  organization  described  in  sec¬ 
tion  1381(a),  as  the  case  may  be,  but 
with  due  regard  to  the  use  of  the  property 
before  such  transfer. 

(iii)  Section  47(a)  (1)  shall  apply  to 
a  transfer  of  section  38  property  by  a 
corporation  during  a  consolidated  re¬ 
turn  year  if  such  corporation  is  liqui¬ 
dated  in  a  transaction  to  which  section 
334(b)  (2)  applies. 

(3)  Examples.  The  provisions  of  this 
paragraph  may  be  illustrated  by  the 
following  examples: 

Example  (1).  P,  S,  and  T  file  a  con- 
BoUdated  return  for  calendar  1967.  In  such 
year  8  places  in  service  section  38  property 
having  an  estimated  useful  life  of  more  than 
8  years.  In  1968,  P,  8,  and  T  continue  to  file 
a  consolidated  return  and  in  such  year  8 
sells  such  property  to  T.  8uch  sale  will  not 
cause  section  47(a)(1)  to  apply. 

Example  (2).  Assiime  the  same  facts  as 
In  example  (1),  except  that  P,  8,  and  T 
filed  separate  retiuns  for  1967.  The  sale 
from  8  to  T  wUl  not  caxise  section  47(a)  (1) 
to  apply. 

Example  (3).  Assume  the  same  facts  as 
in  example  (1),  except  that  P,  8,  and  T 
continue  to  file  consolidated  returns 
through  1971  and  In  such  year  T  disposes 
of  the  property  to  individual  A.  8ection 
47(a)(1)  wUl  apply  to  the  group  and  any 
Increase  In  tax  shall  be  added  to  the  tax 
liabUity  of  the  group.  For  the  purposes  of 
determining  the  actual  period  of  use  by 
T,  such  period  shall  Include  8’s  period  of 
use. 

Example  (4).  Assume  the  same  facts  as 
In  example  (3) ,  except  that  T  files  a  separate 
return  In  1971.  A^n.  the  actual  i^ods 
of  use  by  8  and  T  will  be  combined  in 
applying  section  47.  If  the  disposition 


results  in  an  increase  in  tax  under  section 
47(a)  (1).  such  additional  tax  shall  be  added 
to  the  separate  tax  liability  of  T. 

Example  (5).  Assume  the  same  facts  as 
In  example  (1).  except  that  In  1969,  P  sells 
all  the  stock  of  T  to  a  third  party.  8uch 
sale  will  not  cause  section  47(a)  (1)  to  apply. 

§  1.1502—4  Consolidated  credit  for  for¬ 
eign  taxes. 

(a)  In  general.  The  credit  under  sec¬ 
tion  901  for  taxes  paid  or  accrued  to  any 
foreign  country  or  possession  of  the 
United  States  shall  be  allowed  to  the 
group  only  if  the  common  parent  cor¬ 
poration  chooses  to  use  such  credit  in 
the  computation  of  the  tax  liability  of 
the  group  for  the  consolidated  return 
year.  If  this  choice  is  made,  no  deduc¬ 
tion  may  be  taken  on  the  consolidated  re¬ 
turn  for  such  taxes  paid  or  accrued  by 
any  member  of  the  group.  See  section 
275(a)(4). 

(b)  Limitation  effective  under  section 
904  (a)  for  the  group — (1)  Common  par¬ 
ent’s  limitation  effective  for  group.  The 
determination  of  whether  the  overall 
limitation  or  the  per-country  limitation 
applies  for  a  consolidated  return  year 
shall  be  made  by  reference  to  the  limita¬ 
tion  effective  with  respect  to  the  common 
parent  corporation  for  such  year.  If  the 
limitation  effective  v.’ith  respect  to  a 
member  for  its  immediately  preceding 
separate  return  year  differs  from  the  lim¬ 
itation  effective  with  respect  to  the  com¬ 
mon  parent  corporation  for  the  consoli¬ 
dated  return  year,  then  such  member 
shall,  if  the  overall  limitation  is  effective 
with  respect  to  the  common  parent,  be 
deemed  to  have  made  an  election  to  use 
such  overall  limitation,  or,  if  the  per- 
country  limitation  is  effective  with  re¬ 
spect  to  the  common  parent,  be  deemed 
to  have  revoked  its  election  to  use  the 
overall  limitation.  Consent  of  the  Sec¬ 
retary  or  his  delegate  (if  otherwise  re¬ 
quired)  is  hereby  given  to  such  member 
for  such  election  or  revocation.  Any 
such  election  or  revocation  shall  apply 
only  prospectively  beginning  with  such 
consolidated  return  year. 

(2)  Limitation  effective  for  subsequent 
years.  The  limitation  effective  with  re¬ 
spect  to  a  member  for  the  last  year  for 
which  it  joins  in  the  filing  of  a  con¬ 
solidated  return  with  a  group  shall  re¬ 
main  in  effect  for  a  subsequent  sepa¬ 
rate  return  year  and  may  be  changed  by 
such  corporation  for  such  subsequent 
year  only  in  accordance  with  the  provi¬ 
sions  of  section  904 (b)  (and  this  para¬ 
graph  if  it  joins  in  the  filing  of  a  con¬ 
solidated  return  with  another  group). 
Any  retroactive  change  in  the  limitation 
by  the  common  parent  corporation  for 
such  member’s  last  consolidated  return 
year  shall  change  the  election  effective 
with  respect  to  such  member  for  such 
last  period.  Thus,  if  the  common  par¬ 
ent  (P)  elects  the  overall  limitation  with 
respect  to  calendar  year  1966,  such  elec¬ 
tion  would  be  effective  with  respect  to  its 
subsidiary  S  for  1966.  If  S  leaves  the 
group  at  the  beginning  of  calendar  year 
1967,  such  election  shall  be  effective  for 
1967  with  respect  to  S  (unless  S  re¬ 
vokes  such  election  for  1967  or  a  subse¬ 
quent  year  in  accordance  with  section  904 
(b) ,  or  this  paragraph  if  it  joins  in  the 
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filing 'of  a  consolidated  return  with  an¬ 
other  group).  However,  if  P  retroac¬ 
tively  changes  back  to  the  per-country 
limitation  with  respect  to  1966,  such 
limitation  would  be  effective  with  re¬ 
spect  to  S  for  1966  and  subsequent  years 
(unless  S  elects  the  overall  limitation  for 
any  such  subsequent  year) . 

(c)  Computation  of  consolidated  for¬ 
eign  tax  credit.  The  foreign  tax  credit 
for  the  consolidated  return  year  shall  be 
determined  on  a  consolidated  basis  imder 
the  principles  of  se<^lons  901  through 
905  and  section  960.  For  example,  if  the 
per-country  limitation  applies  to  the 
consolidated  return  year,  taxes  paid  or 
accrued  for  such  year  (including  those 
deemed  paid  or  accrued  under  sections 
902  and  960  (a)  and  paragraph  (e)  of 
this  section)  to  each  foreign  country  or 
possession  by  Uie  members  of  the  group 
shall  be  aggregated.  If  the  overall  limi¬ 
tation  {^plies,  taxes  paid  or  accrued  for 
such  year  (including  those  deemed  paid 
or  accrued)  to  all  foreign  countries  and 
possessions  by  members  of  the  group 
shall  be  aggregated.  If  the  overall 
limitation  applies  and  a  member  of  the 
group  qualifies  as  a  Western  Hemisphere 
trade  corporation,  see  section  1503(b). 

(d)  Computation  of  limitation  on 
credit.  For  purposes  of  computing  the 
group’s  applicable  limitation  imder  sec¬ 
tion  904(a),  the  following  rules  shall 
aw>ly: 

(1)  Computation  of  taxable  income 
from  foreign  sources.  The  numerator 
of  the  applicable  limiting  fraction  under 
section  904(a)  shall  be  an  amount  (not 
in  excess  of  the  amount  determined 
under  subparagn^h  (2)  of  this  para¬ 
graph)  equal  to  the  aggr^te  of  the 
separate  taxable  incomes  of  the  members 
of  the  group  from  sources  within  each 
foreign  country  or  possession  of  the 
United  Stcd^  (if  the  per-country  limi¬ 
tation  is  applicable),  or  frc»n  all  such 
foreign  countries  and  possessions  (if  the 
overall  limitation  is  applicable),  deter¬ 
mined  under  §  1.1502-12,  adjusted  for 
the  following  items  taken  into  account 
in  the  computation  of  consolidated  tax¬ 
able  income: 

(1)  The  portion  of  the  consolidated  net 
operating  loss  deduction,  the  consoli¬ 
dated  charitable  contributions  deduc¬ 
tion,  the  consolidated  dividends  received 
deduction,  and  the  consolidated  section 
922  deduction,  attributable  to  such  for¬ 
eign  source  inccxne; 

(ii)  Any  such  foreign  source  net  capi¬ 
tal  gain  (determined  without  regard  to 
any  net  capital  loss  carryover) ; 

(iii)  Any  such  foreign  source  net 
capital  loss  and  section  1231  net  loss, 
reduced  by  the  portion  of  the  consoli¬ 
dated  net  capital  loss  attributable  to 
such  foreign  source  loss;  and 

(iv)  The  portion  of  any  consolidated 
net  capital  loss  carryover  attributable 
to  such  foreign  source  income  which  is 
absorbed  in  the  taxable  year. 

(2)  Computation  of  entire  taxable  in¬ 
come.  The  denominator  of  the  appli¬ 
cable  limiting  fraction  imder  section 
9()4(a)  (that  is,  the  entire  taxable  in¬ 
come  of  the  group)  shall  be  the  con¬ 
solidated  taxable  income  of  the  group 
computed  in  accordance  with  §  1.1502-11. 


(3)  Computation  of  tax  against  which 
credit  is  taken.  The  tax  against  which 
the  limiting  fraction  under  section  904 
(a)  is  applied  shall  be  the  consolidated 
tax  liability  of  the  group  determined 
under  §  1.1502-2,  but  without  regard  to 
paragraphs  (b),  (c),  (d),  and  (j)  there¬ 
of,  and  without  regard  to  any  credit 
against  such  liability. 

(e)  Carryover  and  carryback  of  un¬ 
used  foreign  tax — (1)  Allowance  of  un¬ 
used  foreign  tax  as  consolidated  carry¬ 
over  or  carryback.  The  aggregate  of  the 
consolidated  unused  foreign  tax  carry¬ 
overs  and  carrybacks  to  the  taxable 
year,  to  the  extent  absorbed  for  such 
year  under  the  principles  of  section  904 
(d),  shall  be  deemed  to  be  paid  or  ac¬ 
crued  to  a  foreign  country  or  possession 
for  such  year.  The  consolidated  unused 
foreign  tax  carryovers  and  carrybacks 
to  the  taxable  year  shall  consist  of  any 
consolidated  unused  foreign  tax,  plus  any 
unused  foreign  tax  of  members  of  the 
group  for  separate  return  years  of  such 
members,  wMch  may  be  carried  over  or 
b£u;k  to  the  taxable  year  under  the  prin¬ 
ciples  of  section  904(d) .  However,  such 
consolidated  carryovers  and  carrybacks 
shall  not  include  any  consolidated  un¬ 
used  foreign  taxes  apportioned  to  a  cor¬ 
poration  for  a  separate  return  year  pur¬ 
suant  to  paragraph  (d)  of  S  1.1502-79 
and  shall  be  subject  to  the  limitations 
contained  in  paragraphs  (f)  and  (g)  of 
this  section.  A  consolidated  unused  for¬ 
eign  tax  is  the  excess  of  the  foreign  taxes 
paid  or  accrued  by  the  group  (or  deemed 
paid  or  accrued  by  the  group,  other  than 
by  reason  of  section  904(d))  over  the 
applicable  limitation  for  the  (ionsolldated 
return  year. 

(2)  Absorption  rules.  For  purposes  of 
determining  the  amount,  if  any,  of  an 
unused  foreign  tax  (consolidated  or  sep¬ 
arate)  which  can  be  carried  to  a  taxable 
year  (consolidated  or  separate),  the 
amount  of  such  unused  tax  which  Is  ab¬ 
sorbed  in  a  prior  consolidated  return 
year  under  section  904(d)  shall  be  de¬ 
termined  by — 

(1)  Applying  all  unused  foreign  taxes 
which  can  be  carried  to  such  prior  year 
in  the  order  of  the  taxable  years  in  which 
such  unused  taxes  arose,  beginning  with 
the  tax8d)le  year  which  ends  earliest,  and 

(ii)  Applying  all  such  unused  taxes 
which  can  be  carried  to  such  prior  year 
from  taxable  years  ending  on  the  same 
date  on  a  pro  rata  basis. 

(f)  Limitation  on  unused  foreign  tax 
carryover  or  carryback  from  separate 
return  years — (1)  General  rule.  In  the 
case  of  an  unused  foreign  tax  of  a  mem¬ 
ber  of  the  group  arising  in  a  separate 
return  limitation  year  (as  defined  in 
paragraph  (f)  of  S  1.1502-1)  of  such 
member,  the  amount  which  may  be  in¬ 
cluded  under  paragraph  (e)  of  this  sec¬ 
tion  (computed  without  regard  to  the 
limitation  contained  in  paragraph  (g) 
of  this  section)  shall  not  exceed  the 
amount  determined  under  subparagraph 
(2)  of  this  paragraph. 

(2)  Computation  of  limitation.  The 
amount  referred  to  in  subparagraph  (1) 
of  this  paragraph  with  respect  to  a  mem¬ 
ber  of  the  group  is  the  excess,  if  any,  of — 

(i)  The  section  904(a)  limitation  of 
the 'group,  minus  such  limitation  recom¬ 


puted  by  excluding  the  items  of  income 
and  deduction  of  such  member,  over 

(ii)  The  sum  of  (a)  the  foreign  taxes 
paid  (or  deemed  paid,  other  than  by  rea¬ 
son  of  section  904(d) )  by  such  member 
for  the  consolidated  return  year,  and 
(b)  the  unused  foreign  tax  attributable 
to  such  member  which  may  be  carried 
to  such  consolidated  return  year  arising 
in  taxable  years  ending  prior  to  the  par¬ 
ticular  separate  return  limitation  year. 

(g)  Limitation  on  unused  foreign  tax 
carryover  where  there  has  bem  a  consol¬ 
idated  return  change  of  ownership — (i) 
General  rule,  if  a  consolidated  return 
change  of  ownership  (as  defined  in  para¬ 
graph  (g)  of  §  1.1502-1)  (xxsurs  during 
the  taxable  year  or  an  earlier  taxable 
year,  the  amount  which  may  be  included 
under  paragraph  (e)  of  this  section  in 
the  consolidated  imused  foreign  tax 
carryovers  to  the  taxable  year  with  re¬ 
spect  to  the  aggregate  unused  credits 
attributable  to  the  old  members  of  the 
group  (as  defined  in  paragraph  (g)  (3) 
of  S  1.1502-1)  arising  in  taxable  years 
(consolidated  or  separate)  ending  on  the 
same  day  and  before  the  taxable  year 
in  which  the  consolidated  return  change 
of  ownership  occurred  shall  not  exceed 
the  amount  determined  under  subpara¬ 
graph  (2)  of  this  paragraph. 

(2)  Computation  of  limitation.  The 
amount  referred  to  in  subparagraph  (1) 
of  this  paragraph  shall  be  the  excess  of 
the  section  904(a)  limitation  of  the  group 
for  the  taxable  year,  recomputed  by  in¬ 
cluding  only  the  items  of  income  and 
deduction  of  the  old  members  of  the 
group,  over  the  sum  of — 

(i)  The  aggregate  foreign  taxes  paid 
(or  deemed  paid,  other  than  by  reason 
of  section  9()4(d) )  by  the  old  members 
for  the  taxable  year,  and 

(ii)  The  aggregate  unused  foreign  tax 
attributable  to  the  old  memberk  which 
can  be  carried  to  the  taxable  year  aris¬ 
ing  in  taxable  years  ending  prior  to  the 
particular  imused  foreign  tax  year  or 
years. 

(h)  Amount  of  credit  with  respect  to 
interest  income.  If  any  member  of  the 
group  has  interest  income  described  in 
section  904(f)  (2)  (for  a  year  for  which 
it  filed  on  a  consolidated  or  separate 
basis),  the  group’s  foreign  tax  credit 
with  respect  to  such  Interest  shall  be 
computed  separately  in  accordance  with 
the  principles  of  section  904(f)  and  this 
section. 

(i)  [Reserved] 

(j)  Examples.  The  provisions  of  this 
section  may  be  illustrated  by  the  follow¬ 
ing  examples: 

Example  (i).  Domestic  corporation  P  Is 
Incorporated  on  January  1,  1966.  On  that 
same  day  it  also  Incorporates  domestic  cor¬ 
porations  S  and  T,  wholly  owned  subsidi¬ 
aries.  P,  S^nd  T  file  consolidated  returns 
for  1966  and  1967  on  the  basis  of  a  calendar 
year.  T  engages  in  business  solely  in  country 
A.  S  transacts  business  solely  in  countries 
A  and  B.  P  does  business  solely  in  the  United 
States.  During  1966  T  sold  an  item  of  in¬ 
ventory  to  P  at  a  iM'oflt  of  92,000.  Under 
i  1.1602-13  such  profit  is  deferred  and  none 
of  the  circumstances  ot  restoration  contained 
In  paragraph  (d),  (e),  or  (f)  of  1  1.1602-13 
have  occurred  as  of  the  close  of  1966.  The 
taxable  income  for  1966  from  foreign  and 
United  States  sources,  and  the  foreign  taxes 
paid  on  such  foreign  Income  are  as  follows: 
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U.S. 

Country  A 

Country  B 

^otel 

Corpo- 

nition 

taxa¬ 

ble 

In¬ 

come 

Taxa¬ 

ble 

in¬ 

come 

For¬ 

eign 

tax 

paid 

Taxa¬ 

ble 

in¬ 

come 

For¬ 

eign 

tax 

paid 

Taxa¬ 

ble 

in¬ 

come 

$40,000 

$40,000 

20,000 

T . 

$20,000 

$12,000 

10,000 

6,000 

$10,000 

$3,000 

20,000 

80,000 

Such  taxable  income  was  computed  by  tak¬ 
ing  Into  account  the  rules  provided  in 
{ 1.1502-12.  Thus,  the  $2,000  deferred  profit 
is  not  included  in  T’s  taxable  income  for 
1966  (but  will  be  Included  for  the  taxable 
year  for  which  one  of  the  events  ^lecified 
In  paragraph  (d),  (e),  or  (f)  of  S  1.1502-13 
occurs).  The  consolidated  taxable  income 
of  the  group  (computed  in  accordance  with 
{1.1502-11)  is  $80,000.  The  consolidated 
tax  liability  against  which  the  credit  may  be 
taken  (computed  in  accordance  with  para¬ 
graph  (d)  (3)  of  this  section)  is  $31,000. 

(i)  Assvuning  P  chooses  to  use  the  foreign 
taxes  paid  as  a  credit  and  the  group  is  sub¬ 
ject  to  the  per-coimtry  limitation,  the  group 
may  take  as  a  credit  against  the  consolidated 
tax  liability  $11,962.50  of  the  amount  paid 
to  cotmtry  A,  plus  the  $3,000  paid  to  country 
B.  Such  amounts  are  computed  as  follows: 
The  aggregate  taxes  paid  to  country  A  of 
$18,000  U  limited  to  $11,962.50  ($31,900  times 
|30,000/$80,000) .  The  unused  foreign  tax 
with  respect  to  country  A  is  $6,037.50  ($18,000 
less  $11,962.50) ,  and  is  a  consolidated  unused 
foreign  tax  which  shall  be  carried  to  the 
years  prescribed  by  section  904(d).  A  credit 
of  $3,0(X>  is  available  with  respect  to  the  taxes 
paid  to  country  B  since  such  amount  is  less 
than  the  limitation  of  $3,987.50  ($31,900 
times  $10.000/$80.000) . 

(il)  Assuming  the  overall  limitation  is  in 
effect  for  the  taxable  year,  the  group  may 
take  $15,950  as  a  credit,  computed  as  fol¬ 
lows:  The  aggregate  taxes  paid  to  all  foreign 
countries  of  $21,000  is  limited  to  $15,950 
($31,900  times  $40,000/$80,000).  The  un¬ 
used  foreign  tax  is  $5,050  ($21,000  less 
$15,950),  and  is  a  consolidated  unused  for¬ 
eign  tax  which  shall  be  carried  to  the  years 
prescribed  by  section  904(d) . 

Example  (2).  Assume  the  same  facts  as 
In  example  (1),  except  that  T  has  a  $10,000 
long-term  capital  gain  (derived  from  a  sale 
to  a  nonmember  in  country  A)  and  P  has  a 
$10,000  long-term  capital  loss  (derived  from 
a  sale  to  a  nonmember  in  the  United  States) . 
Notwithstanding  that  the  consolidated  net 
capital  gain  of  the  group  is  zero,  T’s  capital 
gain  shall  be  reflected  in  full  in  the  computa¬ 
tion  of  taxable  income  from  foreign  sources. 

Example  (3).  Assume  the  same  facts  as 
in  example  (1),  except  that  the  group  had 
a  consolidated  section  172  deduction  of  $8,000 
which  is  attributable  to  a  net  operating  loss 
sustained  by  T.  The  $8,000  consolidated  net 
operating  loss  deduction  is  offset  against  T’s 
income  from  country  A,  thus  reducing  T’s 
taxable  income  from  country  A  to  $12,000. 

§  1.1502—5  Estimated  lax. 

(a)  General  rule — (1)  Consolidated 
estimated  tax.  If  a  group  is  required  to 
file  a  consolidated  return  for  any  tax¬ 
able  year  pursuant  to  paragraph  (a)  (2) 
of  §  1.1502-75,  such  group  must  file  a 
declaration  of  consolidated  estimated 
tax  for  the  succeeding  taxable  year  pro¬ 
vided  that  the  group  estimates  that  its 
consolidated  tax  liability  for  such  year 
(determined  under  §  1.1502-2)  will  ex¬ 
ceed  the  sum  of  $100,000.  In  such  case, 
the  group  shall  be  treated  as  a  single  cor¬ 
poration  for  such  succeeding  year  for 
purposes  of  sections  6016  (relating  to 


declarations  of  estimated  tax  by  corpora¬ 
tions)  and  6154  (relating  to  installment 
payments  of  estimated  income  tax  by 
corporations).  If  separate  returns  are 
filed  by  members  of  the  group  for  such 
succeeding  taxable  year,  the  amounts  of 
any  estimated  tax  payments  made  with 
respect  to  such  declaration  of  consoli¬ 
dated  estimated  tax  shall  be  credited 
against  the  separate  tax  liabilities  of  the 
members  in  any  manner  designated  by 
the  common  parent  which  is  satisfactory 
to  the  Commissioner.  The  declaration 
of  consolidated  estimated  tax  shall  be 
filed,  and  payments  shall  be  made,  to  the 
district  director  with  whom  the  common 
parent  corporation  would  file  a  separate 
income  tax  return.  A  statement  should 
be  attached  to  such  declaration  setting 
forth  the  name,  address,  taxpayer  ac¬ 
count  number,  and  district  director  of 
each  member  of  the  group. 

(2)  Estimated  tax  on  a  separate  basis. 
If  a  group  is  not  required  to  file  a  con¬ 
solidated  return  for  any  taxable  year, 
then  each  member  shall  be  treated  as  a 
separate  corporation  for  such  taxable 
year  and  the  succeeding  taxable  year  for 
purposes  of  sections  6016,  6154,  and  6655, 
except  as  otherwise  provided  in  section 
243(b)  (3)  (C)  (v) .  If  a  consolidated  re¬ 
turn  is  filed  for  either  of  such  taxable 
years,  the  aggregate  amotmt  of  any  es¬ 
timated  tax  payments  made  with  respect 
to  such  consolidated  return  year  shall  be 
credited  against  the  tax  liability  of  the 
group  for  such  year. 

(b)  Additions  to  tax  tor  failure  to  pay 
estimated  tax  under  section  6655 — (1) 
Declaration  of  consolidated  estimated  tax 
required  to  be  filed.  If  a  group  is  treated 
as  a  single  corporation  for  the  taxable 
year  under  paragraph  (a)(1)  of  this 
section  (and  thus  is  required  to  file  a 
declaration  of  consolidated  estimated 
tax  for  such  taxable  year) ,  then — 

(i)  If  such  group  files  a  consolidated 
return  for  the  taxable  year,  it  shall  be 
limited  to  a  single  $100,000  exemption 
for  purposes  of  applying  section  6655  to 
payments  of  estimated  tax  for  such  year. 
For  piuTwses  of  section  6655(d)(1),  the 
“tax  shown  on  the  return”  shall  be  the 
tax  shown  on  the  consolidated  return 
for  the  preceding  taxable  year,  and  for 
purposes  of  section  6655(d)(2),  the 
“facts  shown  on  the  return”  shall  be  the 
facts  shown  on  the  consolidated  return 
for  the  preceding  taxable  year. 

(ii)  If  such  group  does  not  file  a  con¬ 
solidated  return  for  the  taxable  year, 
each  member  of  the  group  shall,  except 
as  otherwise  provided  in  section  243(b) 
(3)  (C)  (v) ,  be  entitled  to  a  separate 
$100,000  exemption  for  purposes  of  ap¬ 
plying'  section  6655  to  payments  of  esti¬ 
mated  tax  for  such  year.  For  piuposes 
of  section  6655(b)(2),  the  “amount,  if 
any,  of  the  installment  paid”  by  any 
member  shall  be  an  amount  apportioned 
to  such  member  in  a  manner  designated 
by  the  common  parent  which  is  satis¬ 
factory  to  the  Commissioner.  For  pur¬ 
poses  of  section  6655(d)(1),  the  “tax 
shown  on  the  return”  for  any  member 
shall  be  the  portion  of  the  tax  shown  on 
the  consolidated  return  for  the  preced¬ 
ing  year  allocable  to  such  member  under 
subparagraph  (3)  of  this  paragraph. 
For  purposes  of  section  6655(d)(2),  the 


“facts  shown  on  the  return”  shall  be  the 
facts  shown  on  the  consolidated  return 
for  the  preceding  year  and  the  tax  com¬ 
puted  under  such  section  shall  be  allo¬ 
cated  under  the  rules  of  subparagraph 
(3)  of  this  paragraph. 

(2)  Separate  declaration  of  estimated 
tax.  If  the  members  of  a  group  are 
treated  as  separate  corporations  for  the 
taxable  year  under  paragraph  (a)  (2)  of 
this  section,  then,  except  as  otherwise 
provided  in  section  243(b)  (3)  (C)  (v) , 
each  such  member  is  entitled  to  a  sepa¬ 
rate  $100,000  exemption  for  purposes  of 
applying  section  6655  to  payments  of 
estimated  tax  for  such  year,  whether  or 
not  the  group  files  a  consolidated  return 
for  such  year.  If  the  group  files  a  con¬ 
solidated  return  for  such  year,  then  for 
purposes  of  section  6655(b)  (1),  the  “tax 
shown  on  the  retmrn”  for  any  member 
shall  be  the  portion  of  the  tax  shown  on 
the  consolidated  return  allocable  to  such 
member  under  subparagraph  (3)  of  this 
paragraph.  If  the  group  filed  a  con¬ 
solidated  return  for  the  preceding  tax¬ 
able  year,  then  for  purposes  of  section 
6655(d)(1),  the  “tax  shown  on  the  re¬ 
turn”  for  any  member  shall  be  the  por¬ 
tion  of  the  tax  shown  on  the  consolidated 
return  for  such  preceding  year  allocable 
to  such  member  tmder  subparagraph  (3) 
of  this  paragraph.  For  purposes  of  sec¬ 
tion  6655(d)(2),  the  “facts  shown  on 
the  return”  shall  be  the  facts  shown  on 
the  consolidated  return  for  the  preced¬ 
ing  year  and  the  tax  computed  under 
such  section  shall  be  allocated  under  the 
rules  of  subparagraph  (3)  of  this  para¬ 
graph. 

(3)  Rules  for  allocation  of  consoli¬ 
dated  tax  liability.  For  purposes  of  sub- 
paragraphs  (1)  and  (2)  of  this  para¬ 
graph,  the  tax  shown  on  a  consolidated 
return  shall  be  allocated  to  the  members 
of  the  group  under  the  method  which 
the  group  has  elected  pursuant  to  sec¬ 
tion  1552. 

(c)  Examples.  The  provisions  of  this 
section  may  be  illustrated  by  the  follow¬ 
ing  examples: 

Example  (1 ) .  Corporations  P  and  S-1 
file  a  consolidated  retxirn  for  the  first  time 
for  calendar  year  1966.  P  and  S-1  also  file 
consolidated  returns  for  1967  and  1968.  For 
1966  and  1967  P  and  S-1  are  treated  as 
separate  corporations  for  purposes  of  sec¬ 
tions  6016,  6154,  and  6655.  However,  the 
group  is  treated  as  a  single  corporation  for 
1968  for  such  purposes  since  a  consolidated 
return  is  required  for  1967.  Therefore,  the 
group  is  limited  to  a  single  $100,000  exemp¬ 
tion  for  1968.  In  determining  whether  P  and 
S-1  come  within  the  exception  provided  in 
section  6655(d)(1)  for  1968,  the  "tax  shown 
on  the  return”  is  the  tax  shown  on  the  con¬ 
solidated  return  for  1967. 

Example  (2).  Assume  the  same  facts  as 
in  example  (1).  Assume  further  that  cor¬ 
poration  S-2  was  a  member  of  the  group 
dming  1967,  and  Joined  in  the  filing  of  the 
consolidated  return  for  such  year,  but  ceased 
to  be  a  member  of  the  group  on  September  15, 
1968.  In  determining  whether  the  group 
(which  no  longer  Includes  S-2)  comes  with¬ 
in  the  exception  provided  in  section  6655(d) 
(1)  for  1968,  the  "tax  shown  on  the  return” 
is  the  tax  shown  on  the  consolidated  return 
for  1967. 

Example  (3).  Assiune  the  same  facts  as 
in  example  (1).  Assmne  further  that  cor¬ 
poration  S-2  becomes  a  member  of  the  group 
on  June  1,  1968,  and  Joins  in  the  filing  of 
the  consolidated  return  tor  1968.  In  de- 
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termlnlng  whetlxer  the  group  (which  now  in¬ 
cludes  S-2)  comes  within  the  exception  pro¬ 
vided  In  secUon  e655(d)(l)  for  1968,  the 
“tax  shown  on  the  return"  Is  the  tax  shown 
on  the  consolidated  return  lor  1967.  Any 
tax  of  S-2  for  any  separate  return  year  is 
not  Included  as  a  part  of  the  “tax  shown  on 
the  return”  tar  purposes  of  applying  section 
6655(d)(1). 

Example  (4).  Corporations  X  and  Y  filed 
consolidated  returns  for  the  calendar  years 
1966  and  1967  and  separate  retxims  for 
1968.  X  and  Y  are  each  entitled  to  a  sep¬ 
arate  $100,000  exemption  tar  1968  for  pur¬ 
poses  of  applying  section  6655.  In  deter¬ 
mining  whether  X  or  Y  comes  within  the 
exception  provided  in  section  6655(d)  (1)  for 
1968,  the  "tax  shown  on  the  retxirn”  Is  the 
amount  of  tax  shown  on  the  consolidated 
return  for  1967  allocable  to  X  and  to  Y  in 
accordance  with  paragraph  (b)  (3)  of  this 
section. 

§  1.1502—6  Liability  for  tax. 

(a)  Several  liability  of  members  of 
group.  Except  as  provided  in  paragraph 

(b)  of  this  section,  the  common  parent 
corporation  and  each  subsidiary  which 
was  a  member  of  the  group  during  any 
part  of  the  consolidated  return  year  shall 
be  severally  liable  for  the  tax  for  such 
year  computed  in  accordance  with  the 
regulatimis  under  section  1502  prescribed 
on  or  before  the  due  date  (not  including 
extensions  of  time)  for  the  filing  of  the 
consolidated  return  for  such  year. 

(b)  Liability  of  subsidiary  after  with¬ 
drawal.  If  a  subsidiary  has  ceased  to 
be  a  member  of  the  group  and  If  such 
cessation  resulted  from  a  bona  fide  sale 
or  exchange  of  its  stock  for  fair  value 
and  occurred  prior  to  the  date  upon 
which  any  deficiency  is  assessed,  the  dis¬ 
trict  director  may,  if  he  believes  that  the 
assessment  or  collection  of  the  balance 
of  the  deficiency  will  not  be  jeopardized, 
make  assessment  and  collection  of  such 
deficiency  from  such  former  subsidiary 
in  an  amount  not  exceeding  the  portion 
of  such  deficiency  which  the  district  di¬ 
rector  may  determine  to  be  allocable  to 
it.  If  the  district  director  makes  assess¬ 
ment  and  collection  of  any  part  of  a  de¬ 
ficiency  from  such  former  subsidiary, 
then  for  purix)ses  of  any  credit  or  re¬ 
fund  of  the  amount  collected  from  such 
former  subsidiary  the  agency  of  the 
common  parent  imder  the  provisions  of 
S  1.1502-77  shall  not  apply. 

(c)  Effect  of  intercompany  agree¬ 
ments.  No  agreement  entered  into  by 
one  or  more  monbers  of  the  group  with 
any  other  member  of  such  group  or  with 
any  other  person  shall  in  any  case  have 
the  effect  of  reducing  the  liability  pre¬ 
scribed  under  this  section. 

§§  1.1502-7  to  1.1502-10  [Reserved] 

Computation  of  Consolidated  Taxable 
Income 

§  1.1502—11  Consolidated  taxable  in¬ 
come. 

The  consolidated  taxable  Income  for 
a  consolidated  return  year  shall  be  de¬ 
termined  by  taking  into  accoimt — 

(a)  The  s^iarate  taxable  income  of 
each  mraiber  of  the  group  (see  S  1.1502- 
12  for  the  computation  of  separate  tax¬ 
able  Inomne)  ; 

(b)  Any  consolidated  net  operating 
loss  deduction  (see  §  1.1502-21  for  the 
computation  of  the  consolidated  net  op¬ 
erating  lo68  deduction) ; 


(c)  Any  consolidated  net  capital  gain 
(see  §  1.1502-22  for  the  computation  of 
the  consolidated  net  capital  gain) ; 

(d)  Any  consolidated  section  1231  net 
loss  (see  S  1.1502-23  for  the  computation 
of  the  consolidated  section  1231  net  loss) ; 

(e)  Any  consolidated  charitable  con¬ 
tributions  deduction  (see  §  1.1502-24  for 
the  computation  of  the  consolidated 
charitable  ccmtributions  deduction) ; 

(f)  Any  consolidated  section  922  de¬ 
duction  (see  §  1.1502-25  for  the  compu¬ 
tation  of  the  consolidated  section  922 
deduction) ; 

(g)  Any  consolidated  dividends  re¬ 
ceived  deduction  (see  §  1.1502-26  for  the 
computation  of  the  consolidated  divi¬ 
dends  received  deduction) ;  and 

(h)  Any  consolidated  section  247 
deduction  (see  S  1.1502-27  for  the  com¬ 
putation  of  the  consolidated  section  247 
deduction) . 

Computation  of  Separate  Taxable 
Income 

§  1.1502—12  Separate  taxable  income. 

The  separate  taxable  income  of  a  mem¬ 
ber  of  a  group  shall  be  computed  in 
accordance  with  the  provisions  covering 
the  determination  of  taxable  income  of 
separate  corporations  except  that — 

(a)  Transactions  between  members  of 
the  group,  including  transactions  with 
respect  to  stock,  bonds,  or  other  obliga¬ 
tions  of  members  of  the  group,  shall  be 
reflected  according  to  the  provisions  of 
§§  1.1502-13  and  1.1502-14; 

(b)  Any  deduction  which  is  disallowed 
under  §  1.1502-15  shall  be  taken  into  ac¬ 
coimt  as  provided  in  that  section; 

(c)  The  deduction  allowable  under 
secUon  615  shall  be  taken  into  accoimt 
to  the  extent  provided  in  §  1.1502-16; 

(d)  The  method  of  accounting  under 
which  such  computation  is  made  and  the 
adjustments  to  be  made  because  of  any 
change  in  method  of  accounting  shall  be 
determined  under  S  1.1502-17; 

(e)  Inventory  adjustments  shall  be 
made  as  provided  in  §  1.1502-18; 

(f)  Any  amount  included  in  income 
under  §  1.1502-19  shall  be  taken  into 
account; 

(g)  In  the  computation  of  the  deduc¬ 
tion  under  section  167,  property  shall  not 
lose  its  character  as  new  property  as  a 
result  of  a  transfer  from  one  member 
of  the  group  to  another  member  during 
a  consolidated  return  year; 

(h)  No  net  operating  loss  deduction 
shall  be  taken  into  account; 

(i)  [Reserved! 

(j)  No  capital  gains  or  losses  shall  be 
taken  into  accoimt; 

(k)  No  gains  and  losses  subject  to  sec¬ 
tion  1231  shall  be  taken  into  accoimt; 

(l)  No  deduction  under  section  170 
with  respect  to  charitable  contributions 
shs^  be  taken  into  account; 

(m)  No  deduction  under  section  922 
(relating  to  the  deduction  for  Western 
Hemisphere  trade  corporations)  shall  be 
taken  into  account;  and 

(n)  No  deductions  under  section  243 
(a)(1),  244(a),  245,  or  247  (relating  to 
deductions  with  respect  to  dividends 
received  and  dividends  paid)  shall  be 
taken  into  account. 

The  term  “separate  taxable  income” 
^all  include  a  case  in  which  the  deter¬ 


mination  under  this  section  results  in 
an  excess  of  deductions  over  gross 
income. 

§  1.1502-13  Intercompany  transactions. 

(a)  Definitions.  For  purposes  of 
SS  1.1502-1  through  1.1502-80— 

(1)  "Intercompany  transaction.”  (i) 
Except  as  provided  in  subdivision  (li)  of 
this  subparagraph,  the  term  “inter¬ 
company  transaction”  means  a  trans¬ 
action  during  a  consolidated  return 
year  between  corporations  which  are 
members  of  the  same  group  immediately 
after  such  transaction.  Thus,  for  ex¬ 
ample,  an  intercompany  transaction 
would  include  a  sale  of  property  by  one » 
member  of  a  group  (hereinafter  referred 
to  as  the  “selling  member”)  to  another 
member  of  the  same  group  (“purchasing 
member”),  the  performance  of  services 
by  one  member  of  a  group  (“selling 
member”)  for  another  member  of  the 
same  group  (“purchasing  member”),  or 
the  pasrment  of  interest  by  one  member 
of  a  group  (“purchasing  member”)  to 
another  member  of  the  same  group 
(“selling  member”),  during  a  consoli¬ 
dated  return  year. 

(il)  The  term  “intercompany  trans¬ 
action”  does  not  include  a  distribution  by 
one  member  of  a  group  to  another  mem¬ 
ber  of  the  same  group  with  respect  to 
the  distributing  member’s  stock.  Thus, 
for  example,  dividend  distributions,  re¬ 
demptions,  and  liquidations  are  not  in¬ 
tercompany  transactions.  The  term  also 
does  not  include  sstles  and  other  disposi¬ 
tions  of,  and  bad  debts  with  respect  to, 
obligations  of  other  members  of  the 
group.  See  §  1.1502-14,  relating  to 
amounts  received  with  respect  to  stock, 
bonds,  or  other  obligations  of  a  member 
of  the  group. 

(2)  "Deferred  intercompany  trans¬ 
action”.  The  term  “deferred  intercom¬ 
pany  transaction”  means — 

(1)  The  sale  or  exchange  of  property, 

(ii)  The  performance  of  sendees  in  a 
case  where  the  amount  of  the  expendi¬ 
ture  for  such  services  is  capitalized  (for 
example,  a  builder’s  fee,  architect’s  fee, 
or  other  similar  cost  which  is  included  in 
the  basis  of  property) ,  or 

(iii)  Any  other  expenditure  in  a  case 
where  the  amount  of  the  expenditure  is 
capitalized  (for  example,  prepaid  rent 
or  Interest,  or  Interest  which  is  included 
in  the  basis  of  property) , 

in  an  intercompany  transaction. 

(b)  Treatment  of  intercompany  trans¬ 
actions  other  than  deferred  intercom¬ 
pany  transactions — (1)  General  rule. 
Intercompany  transactions  (other  than 
deferred  intercompany  transactions) 
shall  not  be  eliminated.  Thus,  for  exam¬ 
ple,  if,  during  a  consolidated  return 
year,  a  purchasing  member  makes  an 
Interest  payment  on  an  indebtedness  to 
a  selling  member  in  an  intercompany 
transaction,  the  purchasing  member 
shall  take  the  deduction  for  interest  into 
account  and  the  selling  member  shall 
take  the  interest  income  into  account. 

(2)  Special  rule.  If,  in  an  intercom¬ 
pany  transaction  (other  than  a  deferred 
intercompany  transaction) ,  one  member 
would  otherwise  properly  take  an  item 
of  income  or  a  deduction  into  account  for 
a  consolidated  return  year  earlier  than 
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the  year  (whether  consolidated  or  sepa¬ 
rate)  for  which  another  member  of  the 
group  can  properly  take  into  account  the 
corresponding  item  of  income  or  de¬ 
duction.  then  both  the  item  of  income 
and  the  deduction  shall  be  taken  into 
account  for  the  later  year  (whether  con¬ 
solidated  or  separate).  On  the  other 
hand,  if  one  member  properly  takes  an 
item  of  income  or  a  deduction  into  ac¬ 
count  for  a  separate  return  year  earlier 
than  the  consolidated  return  year  for 
which  the  other  member  can  properly 
take  into  account  the  corresponding 
item  of  income  or  deduction,  then  such 
other  member  shall  take  the  correspond¬ 
ing  deducticm  or  item  of  income  into  ac¬ 
count  for  such  later  consolidated  return 
year. 

(c)  Deferral  of  gain  or  loss  on  deferred 
intercompany  transactions — (1)  General 
rule,  (i)  To  the  extent  gain  or  loss  on 
a  deferred  intercompany  transaction 
would  otherwise  be  recognized  under  the 
Code  for  a  consolidated  return  year, 
such  gain  or  loss  shall  be  deferred  by  the 
selling  member  (hereinafter  referr^  to 
as  "deferred  gain  or  loss”) . 

(ii)  The  following  rules  apply  with  re¬ 
spect  to  the  deferral  of  gain  or  loss  on 
deferred  Intercompany  transactions: 

(a)  The  selling  member  may  not  re¬ 
port  gain  on  the  installment  method  un¬ 
der  section  453 ; 

(b)  A  selling  member  shall  defer  the 
gain  or  loss  on  a  deferred  intercompany 
transaction  for  the  first  taxable  year  for 
which  paragraph  (d),  (e),  or  (f)  of  this 
section  applies,  notwithstanding  that 
such  selling  member,  under  its  method 
of  accounting,  would  not  otherwise  rec¬ 
ognize  such  gain  or  loss  until  a  later  tax¬ 
able  year.  Thus,  for  example,  a  selling 
member  must  defer  its  gain  on  a  deferred 
intercompany  transaction  for  the  first 
taxable  year  for  which  the  purchasing 
member  is  allowed  a  deduction  for  de¬ 
preciation  with  respect  to  the  property 
involved,  even  though  the  selling  mem¬ 
ber,  under  its  method  of  accounting, 
would  not  otherwise  recognize  such  gain 
until  a  later  taxable  year. 

(iii)  See  paragraphs  (d).  (e),  and  (f) 
of  this  section,  relating  to  the  time  and 
manner  of  restoring  deferred  gain  or 
loss.  See  paragraph  (a)  of  §  1.1502-31, 
relating  to  basis  of  property  acquired  in 
a  deferred  intercompany  transaction. 

(2)  Determination  of  amount  of  de¬ 
ferred  gain  or  loss.  In  determining  the 
amount  of  deferred  gain  or  loss,  the  cost 
of  property,  services,  or  any  other  ex¬ 
penditure  shall  include  both  direct  costs 
and  indirect  costs  which  are  properly 
includible  in  the  cost  of  goods  sold  or 
cost  of  the  services  or  other  expenditure. 
See  5  1.471-3  for  costs  properly  includ¬ 
ible  in  cost  of  goods  sold. 

(3)  Election  not  to  defer,  (i)  A  group 
may  elect,  with  the  consent  of  the  Com¬ 
missioner,  not  to  defer  gain  or  loss  on  all 
deferred  intercompany  transactions  with 
respect  to  stock  in  trade  or  other  prop¬ 
erty  of  a  kind  which  would  properly  be 
included  in  inventory  if  on  hand  at  the 
close  of  the  selling  member’s  taxable 
year,  or  property  held  primarily  for  sale 
to  customers  in  the  ordinary  course  of 
the  selling  member’s  trade  or  business. 

•  ii)  A  group  may  elect,  with  the  con¬ 
sent  of  the  Commissioner,  not  to  defer 
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gain  or  loss  on  all  deferred  intercompany 
transactions  with  respect  to  all  proper^ 
not  described  in  subdivision  (1)  of  this 
subparagraph. 

(iii)  An  election  under  subdivision  (i) 
or  (li)  of  this  subparagraph  shall,  unless 
revoked  with  the  consent  of  the  Commis¬ 
sioner,  iqiply  to  all  members  of  the  group 
for  the  consolidated  return  year  for 
which  made  and  all  subsequent  consoli¬ 
dated  return  years  ending  prior  to  the 
first  year  for  which  such  group  does  not 
file  a  consolidated  return. 

(4)  Character  of  deferred  gain  or  loss. 
The  character  of  deferred  gain  or  loss  on 
a  deferred  intercompany  transaction 
shall  be  determined  at  the  time  of  the 
deferred  intercompany  transaction  as  if 
such  transaction  had  not  occurred  during 
a  consolidated  return  year. 

(5)  Accounting  for  deferred  gain  or 
loss.  The  amount  of  deferred  gain  or 
loss  shall  be  reflected  on  permanent  rec¬ 
ords  (including  work  papers).  Prom 
such  permanent  records  the  group  must 
be  able  to  identify  the  character  of  the 
deferred  gain  or  loss  to  the  selling  mem¬ 
ber,  and  must  be  able  to  apply  the  res¬ 
toration  rules  of  paragraphs  (d),  (e), 
and  (f)  of  this  section. 

(6)  Inheritance  of  deferred  gain  or 
loss.  If  a  selling  member  is  completely 
liquidated  or  merged  into  one  or  more 
members  of  the  group,  the  member  of  the 
group  acquiring  the  greatest  portion  of 
the  assets  of  the  selling  member  (as  com¬ 
pared  with  other  members  of  the  group) 
shall  be  subject  to  the  provisions  of  para¬ 
graphs  (d),  (e).  and  (f)  of  this  section 
with  respect  to  the  entire  remaining  bal¬ 
ance  of  the  deferred  gain  or  loss.  If  two 
or  more  members  acquire  the  same  por¬ 
tion  (which  is  greater  than  that  acquired 
by  any  other  members),  the  common 
parent  must  select  which  such  member 
shall  be  subject  to  the  provisions  of  para¬ 
graphs  (d),  (e),  and  (f)  of  this  section. 
For  purposes  of  this  section,  a  member 
which  inherits  the  balance  of  the  de¬ 
ferred  gain  or  loss  imder  this  subpara¬ 
graph  shall  be  treated  as  the  selling 
member. 

(d)  Restoration  of  deferred  gain  or 
loss  for  property  subject  to  depreciation, 
amortization,  or  depletion — (1)  General 
rule,  (i)  If  property  (including  a  cap¬ 
italized  expenditure  for  services,  or  any 
other  capitalized  expenditure)  acquired 
in  a  deferred  intercompany  transaction 
is,  in  the  hands  of  any  member  of  the 
group,  subject  to  depreciation,  amortiza¬ 
tion,  or  depletion,  then,  for  eacTi  taxable 
year  (whether  consolidated  or  separate) 
for  which  a  depreciation,  amortization, 
or  depletion  deduction  is  allowed  to  any 
member  of  the  group  with  respect  to 
such  property,  a  portion  (as  determined 
under  subdivision  (il)  of  this  subpara¬ 
graph)  of  the  deferred  gain  or  loss 
attributable  to  such  property  shall  be 
taken  into  afccoimt  by  the  selling 
member. 

(ii)  The  portion  of  the  deferred  gain 
or  loss  attributable  to  any  property 
which  shall  be  taken  into  account  by  the 
selling  member  shall  be  an  amount 
equal  to — 

(a)  The  amount  of  gain  or 'loss  de¬ 
ferred  by  the  selling  member  at  the  time 
of  the  deferred  Intercompany  transac¬ 
tion  (and  if  a  member  has  transferred 


the  property  to  another  member  of  the 
group,  the  remaining  balance  at  the 
time  of  such  transfer) ,  multiplied  by 
(b)  A  fraction,  the  numerator  of 
which  is  the  amount  of  the  depreciation, 
amortization,  or  depletion  deduction 
with  respect  to  such  property  allowed  to 
any  member  of  the  group  for  the  year 
(whether  consolidated  or  separate) ,  and 
the  denominator  of  which  is  the  depre¬ 
ciable  basis  (i.e.,  basis  reduced  by  sal¬ 
vage  value  required  to  be  taken  into 
account,  if  any)  of  such  property  in  the 
hands  of  such  member  immediately  after 
such  property  was  transferred  to  such 
member. 

(2)  Multiple  asset  accounts.  In  the 
case  of  property  contained  in  a  multiple 
asset  account  (or  in  single  asset  accounts 
for  which  an  average  rate  is  used),  for 
purposes  of  subparagraph  (l)(ii)(b)  of 
this  paragraph  the  depreciation  deduc¬ 
tion  allowed  for  a  particular  taxable 
year  shall  be  determined  by  reference  to 
the  rate  and  method  of  depreciation 
applied  to  such  multiple  asset  account 
for  average  rate  and  method  of  depreci¬ 
ation  applied  to  such  single  asset  ac¬ 
counts).  Thus,  if  property  with  an 
estimated  useful  life  of  3  years  is  placed 
in  a  multiple  asset  account  which  is  de¬ 
preciated  on  the  straight-line  method  at 
a  rate  of  20  percent,  the  depreciation  de¬ 
duction  allowed  for  each  taxable  year 
shall  be  assumed  to  be  20  percent  of  the 
basis  of  such  property  (reduced  by  the 
salvage  value  taken  into  account). 

(3)  Special  rule  for  character  of  de¬ 
ferred  gain  or  loss.  Deferred  gain  or  loss 
taken  into  account  by  the  selling  mem¬ 
ber  under  subparagraph  (1)  of  this  par¬ 
agraph  shall  be  treated  as  gain  or  loss 
from  the  sale  or  exchange  of  property 
which  is  neither  a  capital  asset  nor  prop¬ 
erty  described  in  section  1231,  notwith¬ 
standing  the  character  of  the  deferred 
gain  or  loss  as  determined  under  para¬ 
graph  (c)  (4)  of  this  section  at  the  time 
of  the  deferred  intercompany  trans¬ 
action. 

(4)  Reduction  of  deferred  gain  or  loss. 
The  deferred  gain  or  loss  shall  be  reduced 
by  the  amount  taken  into  account  by  the 
selling  member  under  subparagraph  (1) 
of  this  paragraph.  If  the  deferr^  gain 
was,  at  the  time  of  the  deferred  inter¬ 
company  transaction,  characterized  in 
part  as  gain  from  the  sale  or  exchange 
of  property  which  was  a  capital  asset 
or  property  described  in  section  1231,  and 
in  part  as  gain  from  the  sale  or  ex¬ 
change  of  property  which  was  neither  a 
capital  asset  nor  property  described  in 
section  1231,  then  such  reduction  shall  be 
applied  pro  rata  against  both  such  parts. 
Thus,  for  example,  if  70  percent  of  a 
selling  member’s  deferred  gain  is  char¬ 
acterized  as  gain  from  the  sale  of  a 
capital  asset  and  30  percent  is  charac¬ 
terized,  under  section  1245(a).  as  ordi¬ 
nary  income,  then  70  percent  of  the 
amount  taken  into  account  each  year 
by  the  selling  member  shall  be  applied 
to  reduce  the  part  of  the  deferred  gain 
which  was  characterized  as  C£^ital  gain 
and  30  percent  shall  be  applied  to  re¬ 
duce  the  part  which  was  characterized  as 
ordinary  income. 

(e)  Restoration  of  deferred  gain  or 
loss  for  installment  obligations  and 
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sales — il)  Installment  obligations.  If  an 
installment  obligation  (within  the  mean¬ 
ing  of  section  453(d) )  is  transferred  in  a 
deferred  intercompany  transaction,  then 
on  each  date  on  which  the  obligation  is 
satisfied  the  selling  member  shall  take 
into  accoimt  an  amount  equal  to  the  de¬ 
ferred  gain  or  loss  attributable  to  such 
obligation,  multiplied  by  a  fraction,  the 
numerator  of  which  is  the  portion  of  such 
obligation  satisfied  on  such  date,  and  the 
denominator  of  which  is  the  aggregate 
unpaid  installments  immediately  after 
the  deferred  intercompany  transaction. 

(2)  Installment  sales.  If — 

(i)  Property  acquired  in  a  deferred 
intercompany  transaction  is  disp>osed  of 
outside  Uie  group,  and 

(ii)  The  purchasing  member-vendor 
reports  its  income  on  the  installment 
method  imder  section  453, 

then  on  each  date  on  which  the  purchas¬ 
ing  member-vendor  receives  an  install¬ 
ment  payment  the  selling  member  shall 
take  into  account  an  amoimt  equal  to 
the  deferred  gain  or  loss  attributable  to 
such  property  (after  taking  into  account 
any  prior  reductions  imder  paragraph 
(d)  (4)  of  this  section)  multiplied  by  a 
fraction,  the  numerator  of  which  is  the 
installment  payment  received  and  the 
denominator  of  which  is  the  total  con¬ 
tract  price. 

(3)  Reduction  of  deferred  gain  or  loss. 
The  deferred  gain  or  loss  shall  be  re¬ 
duced  by  the  Eunount  taken  into  account 
by  the  selling  member  under  subpara¬ 
graph  (1)  or  (2)  of  this  paragraph.  If 
the  deferred  gain  was,  at  the  time  of 
the  deferred  intercompany  transaction, 
characterized  in  part  as  gain  from  the 
sale  or  exchange  of  property  which  was 
a  capital  asset  or  property  described  in 
section  1231,  and  in  part  as  gain  from 
the  sale  or  exchange  of  property  which 
was  neither  a  capital  asset  nor  property 
described  in  section  1231,  then  such  re¬ 
duction  shall  be  applied  pro  rata  against 
both  such  parts. 

(f)  Restoration  of  deferred  gain  or 
loss  on  dispositions,  etc. — (1)  General 
rule.  The  remaining  balance  (after  tak¬ 
ing  into  account  any  prior  reductions 
under  paragraphs  (d)  (4)  and  (e)  (3)  of 
this  section)  of  the  deferred  gain  or  loss 
attributable  to  property,  services,  or 
other  expenditure  shall  be  taken  into 
account  by  the  selling  member  as  of  the 
earliest  of  the  following  dates: 

(i)  The  date  on  which  such  property 
is  disposed  of  outside  the  group  (includ¬ 
ing  abandoned)  other  than  in  a  trans¬ 
action  described  in  paragraph  (e)  (2)  of 
this  section  (but  not  including  a  normal 
retirement,  as  defined  in  paragraph  (b) 
of  §  1.167(a)-8,  from  an  average-life 
multiple  asset  account  or  from  a  single 
asset  account  for  which  an  average  rate 
is  used).  If  such  property  is  of  a  kind 
which  would  properly  be  included  in  the 
inventory  of  a  member  if  on  hand  at  the 
close  of  its  taxable  year,  such  member 
shsdl  determine  whether  or  not  such  item 
of  property  has  been  disposed  of  outside 
the  group  by  reference  to  its  method  of 
inventory  identification  (e.g.,  first-in, 
first-out,  last-in,  first-out,  or  specific 
identification) ; 

(ii)  In  the  case  of  a  transaction  de¬ 
scribed  in  paragraph  (e)  (2)  of  this  sec¬ 


tion,  the  date  on  which  the  installment 
debt  is  written  off,  satisfied,  discharged, 
or  disposed  of  out^de  the  group  or  the 
property  sold  is  repossessed,  whichever 
occurs  earliest; 

(iii)  Immediately  preceding  the  time 
when  either  the  selling  member  or  the 
member  which  owns  the  property  ceases 
to  be  a  member  of  the  group; 

(iv)  In  the  case  of  property  which  is 
stock  in  trade  or  other  property  of  a  kind 
which  would  be  properly  included  in 
inventory  of  the  member  which  oams  the 
property  if  on  hand  at  the  close  of  such 
member’s  taxable  year,  or  held  primarily 
for  sale  to  customers  in  the  ordinary 
course  of  such  member’s  trade  or  busi¬ 
ness,  the  first  day  of  the  first  separate 
return  year  of  the  selling  member  or  the 
member  which  owns  the  property; 

(v)  In  the  case  of  an  obligation  (other 
than  an  obligation  of  a  member  of  the 
group),  the  date  on  which  such  obliga¬ 
tion  is  satisfied  or  becomes  worthless; 

(vi)  In  the  case  of  stock,  the  date  on 
which  such  stock  is  redeemed  or  be¬ 
comes  worthless;  or 

(vii)  If  consolidated  retiuns  are  filed 
by  the  group  for  less  than  three  con¬ 
secutive  taxable  years  preceding  a  sep¬ 
arate  return  year  of  the  common  parent, 
the  first  day  of  such  separate  return 
year. 

(2)  Exception.  Subparagraph  (1)  (iii) 
of  this  paragraph  shall  not  apply  in  a 
case  where — 

(i)  The  selling  member,  or  the  mem¬ 
ber  which  owns  the  property,  as  the  case 
may  be,  ceases  to  be  a  member  of  the 
group  by  reason  of  the  liquidation  or 
merger  of  a  member  of  the  group  into 
another  member  of  the  group,  or 

(ii)  The  group  is  terminate  and  im¬ 
mediately  after  such  termination  the 
corporation  which  was  the  common 
parent  owns  the  property  involved,  and 
is  the  selling  member  or  is  treated  as  the 
selling  member  under  paragraph  (c)  (6) 
of  this  section. 

’The  provisions  of  paragraphs  (d)  and 
(e)  of  this  section  and  this  paragraph 
shall  apply  to  such  selling  member. 
Thus,  for  example,  subparagraph  (1)  (iii) 
of  this  paragraph  shall  not  apply  in  a 
case  where  P  sells  an  asset  to  S,  a  wholly- 
owned  subsidiary  of  P,  in  a  deferred 
intercompsmy  transaction  and  subse¬ 
quently  all  of  the  assets  of  S  are  dis¬ 
tributed  to  P  in  complete  liquidation  of 
S.  Moreover,  if  P  also  owned  T  and, 
after  the  liquidation  of  S,  P  sold  T, 
subparagraph  (1)  (iii)  of  this  paragraph 
would  not  apply  even  though  P  ceases 
to  be  a  memter  of  the  group. 

(g)  Holding  period.  In  determining 
the  period  for  which  a  purchasing  mem- 


Sucb  $20  gain  retains  Its  character  as  ordi¬ 
nary  Income. 

(lU)  As  of  January  1, 1969,  S  takes  the  $140 
remaining  balance  of  the  deferred  gain  ($200 
less  $60)  into  account  since  on  such  date  the 
machine  is  disposed  of  outside  the  group. 
Such  $140  gain  retains  Its  character  as  ordi¬ 
nary  inccMne. 

Example  (5).  (1)  The  facts  are  the  same 
as  In  example  (4)  except  that  beginning  with 
1968  P  and  8  file  separate  returns. 


ber  has  held  property  acquired  in  a  de¬ 
ferred  intercompany  transaction,  the 
period  such  pr(H>erty  was  held  by  the 
selling  member  shall  not  be  included. 

(h)  Examples.  This  section  may  be 
illustrated  by  the  following  examples: 

Example  (f).  (1)  Corporations  P  and  8 

file  consolidated  returns  on  a  calendar  year 
basis.  On  January  10.  1966,  S  sells  land, 
which  It  has  used  In  its  trade  or  business,  to 
P  for  $100,000.  Immediately  before  the  sale 
the  basis  of  the  land  in  S’s  hands  Is  $60,000. 

P  holds  the  land  primarily  for  sale  to  ciu- 
tomers  in  the  ordinary  course  of  its  trade  or 
business.  On  July  12,  1967,  P  sells  the  land 
to  A,  an  individual. 

(11)  The  sale  by  S  to  P  Is  a  deferred 
intercompany  transaction;  S  defers  Its  $40,- 
000  gain  on  the  land  ($100,000  lees  $60,000), 
which  is  gain  from  the  sale  of  property 
described  in  section  1231.  As  of  July  12, 
1967,  S  takes  the  $40,000  deferred  gain  Into 
account  since  on  such  date  the  property  Is 
disposed  of  outside  the  group.  Such  $40,000 
gain  Is  taken  Into  account  In  det^mining 
the  consolidated  section  1231  net  gain  or  loss 
for  1967  under  $  1.1502-23. 

Example  (2).  Corporations  P  and  S  file 
consolidated  returns  on  a  calendar  year  basis. 
On  August  1,  1966,  P  transfers  property  with 
a  fair  market  value  of  $100,000  and  an  ad¬ 
justed  basis  in  Its  hands  of  $80,000  to  S  In 
exchange  for  stock  and  $10,000  cash.  Under 
section  351(b),  only  $10,000  of  the  $20,000 
gain  Is  recognized  by  P.  The  transfer  Is  a 
deferred  Intercompany  transaction;  P  defers 
the  $10,000  gain  which  it  wotUd  otherwise 
recognize. 

Example  (3).  Corporations  P  and  S  file 
consolidated  returns  on  a  calendar  year  basis 
and  report  Income  on  the  cash  basis.  Cn 
July  1,  1966.  S  pays  P  $1,000  interest  on  a 
loan  made  In  1961.  The  payment  of  Interest 
is  an  Intercompany  transaction  (other  than 
a  deferred  Intercompany  transaction) ;  S  does 
not  eliminate  the  $1,000  deduction  for  inter¬ 
est  and  P  does  not  eliminate  the  $1,000  item 
of  Interest  income.  Thus,  consolidated  tax¬ 
able  income  fca:  1966  reflects  Interest  Income 
of  $1,000  and  a  corresponding  deduction  for 
Interest  of  $1,000. 

Example  (4).  (1)  Corporations  P,  S,  and 

T  file  consolidated  returns  on  a  calendar 
year  basis.  On  January  1,  1966,  S,  which  is 
In  the  business  of  manufacturing  machinery, 
sells  a  machine  to  P  for  $1,000.  The  cost  of 
the  machine  Is  $800.  P  uses  the  machine  in 
Its  trade  or  business  and  depreciates  It  on  the 
straight-line  method  over  an  estimated  use¬ 
ful  life  of  10  years.  Salvage  value  of  $200 
is  taken  into  accoimt.  Thus,  its  annual  de¬ 
preciation  deducticm  with  respect  to  the  ma¬ 
chine  is  $80  ($800  ($1,000  lees  $200  salvage) 
divided  by  10) .  On  January  1,  1969,  P  sells 
the  machine  to  A.  an  individual. 

(11)  The  sale  by  S  to  P  Is  a  deferred  inter¬ 
company  transaction;  S  defers  its  $200  gain 
on  the  machine  ($1,000  less  $800) ,  which  Is 
characterized  as  ordinary  Income.  For  each 
of  the  3  taxable  years  (1966,  1967,  and  1968) 
prior  to  the  sale  to  A,  S  takes  Into  account 
$20  of  Its  deferred  gain,  computed  as  follows: 


(11)  Assuming  that  P,  8,  and  T  filed  a  con¬ 
solidated  return  for  1966,  the  result  is  the 
same  as  in  example  (4).  Thus,  for  each 
of  the  years  1966,  1967,  and  1968  S  takes  into 
account  $20  of  Its  deferred  gain  and  as  of 
January  1,  1969,  S  takes  the  remaining  $140 
($200  less  $60)  into  account. 

(ill)  Assuming  that  P,  S,  and  T  filed  sepa¬ 
rate  returns  for  1065,  as  of  January  1,  1968, 
8  takes  the  $160  remaining  balance  of  the 
deferred  gain  ($300  less  $40)  Into  account 


$200  deferred  gain  X 


$80  depreciation  deduction 


$800  basis  to  P  subject  to  depreciation 


Friday,  October  1,  1965 
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since  P  filed  a  separate  return  Iot  1968  and 
the  group  had  filed  consolidated  returns  for 
only  2  consecutive  years  preceding  1968. 

Example  (6).  (1)  The  facts  are  the  same 
as  in  example  (4)  except  that  on  January  1, 
1969,  P  sells  the  machine  to  T  for  $660  In  a 
transaction  In  which  gain  would  otherwise 
be  recognized.  T  uses  the  machine  in  Its 
trade  or  business  and  depreciates  It  on  the 
straight-line  method  over  an  estimated  use¬ 
ful  life  of  10  years.  No  salvage  value  is  taken 
into  account.  Thtis,  T’s  annual  depreciation 
deduction  with  respect  to  the  machine  is 
$66  ( $660  divided  by  10) . 


Example  (7).  (1)  Corporations  P  and  S 

file  consolidated  returns  on  a  calendar  year 
basis.  On  May  2,  1966,  S  sells  a  machine 
with  an  adjusted  basis  of  $50  to  P  for  $100 
in  a  transaction  in  which  gain  would  other¬ 
wise  he  recognized.  S  used  the  machine  in 
its  trade  or  business.  For  purposes  of  de¬ 
preciation,  P  places  the  machine  which  has 
an  estimated  useful  life  of  3  years  in  an  av¬ 
erage  life  multiple  asset  account  which  is 
depreciated  on  the  straight-line  method  at 


Such  $10  is  characterized  as  gain  from  the 
sale  or  exchange  of  property  which  is  neither 
a  capital  asset  nor  property  described  in 
section  1231,  notwithstanding  the  character 
of  the  $50  gain  determined  at  the  time  of 
the  sale. 

Example  (8).  The  facts  arc  the  same  as 
in  example  (7)  and  in  addition  during  1969 
the  machine  is  disposed  of  outside  the  group. 
Such  disposal  is  treated  as  a  normal  retire¬ 
ment  (as  defined  in  paragraph  (b)  of 
{  1.167(a)-8).  The  result  is  the  same  as  in 


Example  (10).  (1)  P  Corporation  and  S 

Corporation,  its  wholly-owned  subsidiary, 
file  consolidated  returns  on  a  calendar  year 
basis.  On  January  10,  1966,  S  sells  land, 
with  a  basis  of  $60,000,  to  P  for  $100,000. 
As  of  the  close  of  business  on  June  10,  1969, 
P  sells  25  percent  of  the  outstanding  stock 
of  S  to  A,  an  individual. 

(11)  The  sale  by  S  to  P  is  a  deferred  inter¬ 
company  transaction;  S  defers  its  $40,000 
gain  on  the  land  ($100,000  less  $60,000). 
As  of  June  10,  1969,  S  takes  the  $40,000  gain 
into  account  for  1969  since  it  ceases  to  be 
a  member  of  the  group  as  of  the  close  of 
business  on  such  date. 

Example  (11).  (1)  Corporations  P  and  S 

file  consolidated  returns  on  a  calendar  year 
basis.  On  January  15. 1966,  P  sells  an  obliga¬ 
tion  payable  in  installments,  with  a  basis  of 
$48  in  its  hands,  to  S  for  $60.  At  the  time 
of  the  sale  the  debtor  owns  3  annual  install¬ 
ments  of  $20  payable  each  year  on  July  1. 
Such  Installments  are  paid  timely. 

(11)  The  sale  by  P  to  S  is  a  deferred  inter¬ 
company  transaction;  P  defers  its  $12  gain 
on  the  obligation  ($60  less  $48). 

(lii)  Fm*  each  of  the  years  1966,  1967,  and 
1968  P  takes  into  account  $4  of  its  deferred 
gain,  computed  as  follows: 


(11)  The  sale  by  S  to  P  is  a  deferred  inter¬ 
company  transaction;  S  defers  its  $200  gain 
on  the  machine  ($1,000  less  $800),  which  is 
characterized  as  m'dlnary  income.  For  each 
of  the  3  years  (1966,  1967,  and  1968)  prior  to 
the  sale  to  T,  S  takes  into  account  $20  of  its 
deferred  gain. 

(ill)  The  sale  by  P  to  T  is  also  a  deferred 
Intercompany  transaction;  P  defers  its  $100 
loss  on  the  machine  (adjusted  basis  of  $760 
($1,000  less  $240  total  depreciation)  less 
$660). 

(Iv)  For  1969  S  takes  into  accoimt  $14  of 
its  deferred  gain,  computed  as  follows: 


a  rate  of  20  percent.  Under  P’s  consistent 
depreciation  practice  it  takes  a  full  year’s 
depreciation  on  all  piurchases  made  in  the 
first  half  of  its  taxable  year. 

(ii)  The  sale  by  S  to  P  is  a  deferred  inter¬ 
company  transaction;  S  defers  its  $50  gain 
on  the  machine  ($100  less  $50).  For  each  of 
the  taxable  years  1966,  1967,  1968,  1969,  and 
1970  S  takes  into  account  $10  of  its  deferred 
gain,  computed  as  follows: 


example  (7).  Thus,  S  takes  into  accoxmt 
$10  for  each  of  the  years  1966,  1967,  1968, 
1969,  and  1970  even  though  the  property 
was  disposed  of  in  1969. 

Example  (9).  (1)  The  facts  arc  the  same 
as  in  example  (7)  except  that  the  multiple 
asset  account  is  depreciated  over  a  5-year 
average  useful  life  on  the  double  declining 
balance  method. 

(il)  For  1966  S  takes  into  account  $20  of 
its  deferred  gain,  computed  as  follows: 


$12  deferred  gain  X 

$20  portion  satisfied 
$60  aggregate  tmpald  portions 

Example  (12).  (i)  C!orporations  P  and  S 

file  consolidated  returns  on  a  calendar  year 
basis.  On  January  2,  1966,  S,  a  manufac¬ 
turer,  sells  a  machine  to  P.  a  distributor,  for 
$2,000.  ’The  machine  cost  S  $1,200.  On 
February  1,  1966,  P  sells  the  machine  to  A, 
an  indlvldtial,  for  $2,200  and,  under  section 
453,  reports  its  income  thereon  on  the  in¬ 
stallment  plan.  A  makes  monthly  payments 
of  $110  starting  with  March  1966. 

(ii)  The  sale  by  S  to  P  is  a  deferred  inter¬ 
company  transaction;  S  defers  its  $800  gain 
($2,000  less  $1,200) . 

(ill)  For  1966  S  takes  into  account  $400 
of  its  deferred  gain,  computed  as  follows; 

$800  deferred  gain  X 

$1,100  installment  payments  received 
$2,200  total  contract  price 

Example  (13).  Corporations  P  and  S  file 
consolidated  returns  on  a  calendar  year  basis 
for  1966  and  1967.  S  reports  Income  on  the 
accrual  method  while  P  reports  income  on 
the  cash  method.  On  December  31,  1966,  S 
would  properly  accrue  interest  of  $1,000 


which  is  payable  to  P.  On  February  1,  1967, 

S  pays  P  the  $1,000.  Both  the  deduction  and 
the  item  of  income  are  taken  into  account  for 
1967,  the  later  year.  ’Thus,  S  takes  the  $1,000 
interest  deduction  into  account  for  1967, 
which  is  the  year  P  also  takes  the  $1,000  item 
of  Interest  income  into  account.  Consoli¬ 
dated  taxable  income  for  1967  refiects  both 
Interest  income  of  $1,000  and  a  correspond¬ 
ing  deduction  for  interest  of  $1,000. 

Example  (14).  ’The  facts  are  the  same  as 
in  example  (13)  except  that  for  1967  S  and 
P  file  separate  returns.  ’The  result  is  the 
same  as  in  example  (13) . 

Example  (15).  (1)  The  facts  are  the  same 

as  in  example  (13)  except  that  for  1966  P 
and  S  file  separate  returns. 

(ii)  For  1966  S  takes  into  account  the 
$1,000  deduction  for  interest;  for  1967  P 
takes  into  account  the  $1,000  item  of  inter¬ 
est  income. 

Example  (16).  Corporations  P  and  S  file 
consolidated  returns  on  a  calendar  year  basis. 
On  January  10,  1968,  P  sells  an  issue  of  its 
$100  par  value  bonds.  S  purchases  a  bond 
from  P  for  $110.  S  does  not  elect  tmder  sec¬ 
tion  171  to  amortize  the  $10  premium.  P 
may  not  take  the  $10  premium  into  account 
as  income  tmtil  it  redeems  the  bond  since  S 
cannot  properly  take  a  deduction  for  the 
$10  premiiun  imtil  the  bond  is  redeemed. 

Example  (17).  (1)  Corporations  P,  S,  and 

M  file  consolidated  returns  on  a  calendar 
year  basis.  On  November  20,  1962,  S  sold 
land,  with  a  basis  of  $60,000,  to  P  for  $100,- 
000.  Under  paragraph  (b)  (1)  of  !  1.1502-31A 
the  $40,000  gain  was  eliminated.  ’Thus,  S 
did  not  take  into  account  such  $40,000  gain 
for  1962  and  P’s  basis  in  the  land  is  only  $60,- 
000.  On  February  10,  1966,  P  sells  the  land 
to  A,  an  individual,  for  $104, (KX). 

(ii)  P  takes  the  entire  $44,000  gain  ($104,- 
000  less  $60,000)  on  the  land  into  account  for 
1966  since  the  deferral  rules  provided  in  para¬ 
graph  (c)  of  this  section,  as  well  as  the  cor¬ 
responding  basis  rules  provided  in  paragraph 
(a)  of  S  1.1502-31,  were  not  effective  with 
respect  to  the  sale  of  such  land. 

(lii)  If,  on  February  10,  1966,  P  had  sold 
the  land  to  M  for  $104,000,  P  would  defer  its 
$44,000  gain  on  the  land  since  the  sale  by 
P  to  M  would  be  a  deferred  Intercompany 
transaction. 

Example  (18).  (i)  Corporations  P  and  S 

file  separate  returns  on  a  calendar  year  basis 
for  1966  and  file  consolidated  Income  tax 
returns  on  a  calendar  year  basis  beginning 
with  1967.  On  January  2, 1966,  S,  a  dealer  in 
machinery,  sells  a  machine  to  P  for  $2,000 
and,  \mder  section  453,  reports  the  income 
thereon  on  the  installment  plan.  The  ma¬ 
chine  cost  S  $1,200.  P  makes  monthly  pay¬ 
ments  of  $100  starting  with  January  1966. 

(ii)  The  sale  by  S  to  P  is  not  an  intercom¬ 
pany  transaction  since  the  sale  did  not  oc- 
-cur  during  a  consolidated  return  year.  There¬ 
fore,  S  takes  into  account  the  gross  profit 
on  each  of  the  20  monthly  pajrments  under 
section  453. 

§  1.1502—14  Amounts  received  with  re- 
.spect  to  stock,  bonds,  or  other  obliga¬ 
tions  of  a  member  of  the  group. 

(a)  Intercompany  distributions  with 
respect  to  stock — (1)  Dividends,  (i) 
Dividend  distributions  from  one  mem¬ 
ber  of  the  group  to  another  member  of 
the  group  during  a  consolidated  return 
year  shall  be  eliminated.  For  purposes 
of  this  subparagraph,  the  term  “divi¬ 
dend”  means  any  amount  treated  as  a 
dividend  for  purposes  of  the  dividends 
received  deduction  provided  in  section 
243. 

(ii)  If  a  corporation  organized  under 
the  laws  of  a  contiguous  foreign  country 
is  treated  as  a  domestic  corporation  pur¬ 
suant  to  section  1504(d) ,  ^ere  shall  be 
eliminated  only  those  distiibutions  which 


$140  remaining  balance  of  deferr^  gain  x 


$66  depreciation  deduction 


$660  basis  to  T  subject  to  depreciation 
(v)  For  1969  P  takes  into  account  $10  of  its  deferred  loss,  computed  as  follows:  , 


$100  deferred  loss  X 


$66  depreciation  deduction 


$660  basis  to  T  subject  to  depreciation 


$20  depreciation  deduction 

$50  deferred  gain  X - — - - - - — 

B  $100  basis  top  subject  to  deprecUtlon 


-  ..  .  $40  ($100X40%)  depreciation  deduction 

$50  deferred  gain  X - - - - - 

$100  basis  to  P  subject  to  depreciation 

For  1967  S  takes  into  account  $12  of  its  deferred  gain,  computed  as  follows: 

^  ,  $24  ($60  ($100  less  $40)  X  40%)  depreciation  deduction 
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are  out  of  the  earnings  and  profits  at¬ 
tributable  to  years  for  which  such  cor¬ 
poration  is  so  treated. 

(2)  Section  301  distributions  out  of 
other  than  earnings  and  profits,  (i)  In 
the  case  of  a  distribution  (from  one 
member  of  the  group  to  another  m^ber 
of  the  group  during  a  consolidated  re¬ 
turn  year)  to  which  section  301  applies 
and  which  is  not  a  dividend — 

(a)  Hrst,  any  portion  of  the  distribu¬ 
tion  which  is  in  cash  (including  any 
cancellation  of  indebtedness)  shall,  pur¬ 
suant  to  section  301(c)(2),  be  applied 
against  and  reduce  the  adjusted  basis 
(after  taking  into  accoimt  any  adjust¬ 
ment  determined  under  paragraph  (a) 
of  §  1.1502-32)  of  the  stock  of  the  dis¬ 
tributing  corporation  held  by  the  dis¬ 
tributee.  If  such  portion  exceeds  the 
adjusted  basis  of  such  stock,  the  excess 
shall  be  applied  against  and  reduce  the 
adjusted  b^is  of  bonds  and  other  obliga¬ 
tions  (on  a  pro  rata  basis)  of  the  dis¬ 
tributing  corporation  held  by  the  dis¬ 
tributee.  If  the  distribution  Includes 
cash  in  an  amount  in  excess  of  the  ad¬ 
justed  bases  of  all  stock,  bonds,  and 
other  obligations  of  the  distributing  cor- 
poraticm  held  by  the  distributee,  such 
excess  shall,  to  the  extent  provided  in 
section  301(c)(3),  be  treated  as  gain 
from  the  sale  or  exchange  of  property; 
and 

(b)  Second,  any  portion  of  the  distri¬ 
bution  which  is  in  property  (other  than 
cash)  shall  be  i^^lied  in  the  manner 
provided  in  (a)  to  the  remaining  bases  of 
such  stock  and  obligations.  If  such 
distribution  exceeds  the  remaining  basis, 
no  gain  shall  be  recognized.  However, 
see  paragraph  (b)  (2)  of  §  1.1502 — 31  for 
the  basis  of  such  prc^rty. 

(ii)  This  subparagraph  may  be  illus¬ 
trated  by  the  following  examples: 

Example  (1).  (i)  (Torporation  P  and  its 

wholly-owned  subsidiary,  corporation  S,  are 
members  of  a  group  filing  consolidated  re¬ 
turns  on  a  calendar  year  basis.  On  July  1, 
1966,  S  distributed  to  P  with  respect  to  its 
stock  a  parcel  of  land  with  an  adjusted  basis 
to  S  of  $5,000,  and  a  fair  market  value  of 
$6,000.  No  part  of  the  distribution  consti¬ 
tuted  a  dividend  as  defined  in  section  316. 
On  July  1,  1966,  P  had  an  adjusted  basis  of 
$3,000  (taking  into  account  any  adjustment 
determined  undn*  paragraph  (a)  of  1  1.1502- 
32)  in  the  stock  of  S,  and  held  a  bond  of  S 
with  an  adjusted  basis  of  $1,000. 

(il)  Of  the  $5,000  amount  distributed  to  P 
(determined  under  section  301(b)(1)(B)), 
$3,000  is  applied  against  and  reduces  the  ad¬ 
justed  basis  of  the  stock  to  zero.  An  addi¬ 
tional  $1,000  is  applied  against  and  reduces 
the  adjusted  basis  of  the  bond  to  zero.  No 
gain  is  recognized  to  P  on  account  of  such 
distribution. 

(ill)  P’s  basis  in  the  land  is  $4,000,  deter¬ 
mined,  in  accordance  with  paragraph  (b)  (2) 
of  {  1.1502-31,  as  foUows: 

Basis  computed  under  section 

301(d)  . . .  $5,000 

Less;  The  excess  of  the  amount  dis¬ 
tributed  other  than  in  cash 
($5,000)  over  the  portion  of  such 
amount  applied  against  basis 


($4,000)  . - . - .  1,000 

Total _ _ _  4,  000 


Example  (2) .  Assume  the  same  facts  as  in 
example  (1),  and  that  $5,000  in  cash  is  dis¬ 
tributed  together  with  the  parcel  of  land. 


The  $10,000  amount  distributed  is  treated  as 
foUows: 

(1)  Cash  in  the  amount  of  $3,000  is  applied 
against  and  reduces  the  adjusted  basis  ot  the 
stock  to  zero,  and  cash  in  the  amount  of 
$1,000  is  applied  against  and  reduces  the 
adjusted  basis  of  the  bond  to  zero;  i 

(ii)  The  $1,000  cash  distribution  in  excess 
of  the  adjusted  bases  of  the  stock  and  bond 
is  treated  as  gain  from  the  sale  or  exchange 
of  property: 

(lii)  Pursuant  to  paragraph  (b)  (2)  of 
{  1.1502-31,  P  has  an  adjusted  basis  of  zero 
in  the  parcel  of  land. 

(b)  Intercompany  distributions  in 
cancellation  or  redemption  of  all  or  part 
of  the  stock  of  the  distributing  corpora¬ 
tion — (1)  General  rule.  Except  as  pro¬ 
vided  in  subparagraph  (2)  of  this  para¬ 
graph,  no  gain  or  loss  shall  be  recognized 
on  the  receipt,  during  a  consolidated  re¬ 
turn  year,  by  one  member  of  the  group  of 
property  (including  cash)  distributed  in 
cancellation  or  redemption  of  all  or  a 
part  of  the  stock  of  another  member  of 
the  group. 

(2)  Cash  in  excess  of  basis.  If  a  dis¬ 
tribution  described  in  subparagraph  (1) 
of  this  paragraph  does  not  fall  within 
section  332  (relating  to  complete  liquida¬ 
tions  of  subsidiaries)  and  includes  cash 
in  an  amount  in  excess  of  the  sum  of  the 
adjusted  basis  (determined  immediately 
before  such  distribution  after  taking  into 
account  any  adjustment  determined  un¬ 
der  paragraph  (a)  of  §  1.1502-32)  of  all 
the  stock,  bonds,  and  other  obligations, 
of  the  distributing  corporation  held  by 
the  distributee  and  any  liabilities  as¬ 
sumed  by  the  distributee  or  to  which  the 
property  received  is  subject,  gain  shall  be 
recognized  to  the  extent  of  such  excess. 

(3)  Definition  of  distributions  in  can¬ 
cellation  or  redemption.  For  purposes 
of  this  paragraph,  a  distribution  is  in 
cancellation  or  redemption  of  all  or  a 
part  of  stock  only  if — 

(i)  It  is  in  complete  liquidation  of  the 
distributing  corporation, 

(ii)  It  is  in  partial  liquidation  of  the 
distributing  corporation  within  the 
meaning  of  section  346,  and  such  cor¬ 
poration  remains  a  member  of  the  group 
immediately  after  the  distribution,  or 

(iii)  It  is  a  distribution  in  redemption 
of  the  stock  of  the  distributing  corpora¬ 
tion  to  which  section  302(a)  applies,  and 
such  corporation  remains  a  member  of 
the  group  immediately  after  the  distri¬ 
bution. 

(c)  Treatment  of  distributing  corpora¬ 

tion — (1)  Deferral  of  gain  in  other  than 
a  complete  liquidation.  Except  as  pro¬ 
vided  in  subparagraph  (2)  of  this  para¬ 
graph,  to  the  extent  gain  or  loss  would 
otherwise  be  recognized  to  the  distribut¬ 
ing  corporation  on  a  distribution  de¬ 
scribed  in  paragraph  (a)  or  (b)  of  this 
section  (including  any  amoimt  which 
would  be  treated  as  gain  imder  section 
311,  336,  341(f)(2).  1245(a)(1).  or 

1250(a)(1)),  such  gain  or  loss  shall  be 
deferred  by  the  distributing  corporation. 
Such  deferred  gain  or  loss  shall  be  taken 
into  account  by  the  distributing  corpora¬ 
tion  at  the  time  and  in  the  manner  speci¬ 
fied  in  paragraphs  (d),  (e).  and  (f)  of 
S  1.1502-13,  as  if  such  distributing  cor¬ 
poration  were  a  “selling  member”  and 
the  distributee  were  a  “purchasing  mem¬ 
ber”. 


(2)  Complete  liquidations.  Gain  or 
loss  shall  be  recognized  to  the  distrib¬ 
uting  corporation  on  a  complete  liquida¬ 
tion,  dmlng  a  consolidated  return  year, 
of  one  member  of  the  group  into  another 
member  of  the  group,  in  the  same  manner 
and  to  the  same  extent  as  if  separate 
returns  were  filed. 

(d)  Bad  debts  and  gains  and  losses 
with  respect  to  obligations  of  members 
of  the  group — (1)  Deferral  of  deduction, 
gain,  or  loss.  To  the  extent  a  deduction 
would  otherwise  be  allowable,  or  gain 
or  loss  would  otherwise  be  recognized, 
imder  the  Code  to  a  member  of  the 
group  (hereinafter  referred  to  as  the 
“creditor  member”)  during  a  consoli¬ 
dated  return  year,  on  account  of — 

(1)  The  worthlessness  (in  whole  or  in 
part)  of  any  obligation  (whether  or  not 
evidenced  by  a  security)  of  another 
member  of  the  group,  or 

(ii)  An  Intercompany  sale  or  exchange 
(including  redemption  or  cancellation) 
of  any  obligation  of  another  member  of 
the  group, 

such  deduction,  gain,  or  loss  shall  be 
deferred.  Such  deferred  deduction, 
gain,  or  loss  shall  be  taken  into  account 
at  the  time  and  in  the  manner  specified 
in  subparagraphs  (3)  and  (4)  of  this 
paragraph.  See  paragraph  (a)  of 
§  1.1502-32  for  rules  providing  for  the 
reduction  of  basis  of  obligations  in 
transactions  described  in  subdivisions 
(i)  and  (ii)  of  this  subparagraph. 

(2)  Wash  amount.  For  purposes  of 
subparagraph  (3)  of  this  paragraph,  the 
term  “wash  amount”  with  respect  to  an 
obligation  of  a  member  of  the  groiqi 
means,  as  of  any  particular  time,  the 
lesser  of — 

(i)  The  sum  of — 

(a)  Any  gains  deferred  pursuant  to 
subparagraph  (1)  of  this  paragraph 
(and  not  previously  restored  under  sub- 
paragraphs  (3)  and  (4)  of  this  para¬ 
graph)  with  respect  to  such  obligation: 

(b)  Any  gains  recognized  by  members 
of  the  group  with  respect  to  such 
obligation; 

(c)  Any  losses  of  the  group  in  trans¬ 
actions  with  nonmembers  with  respect 
to  such  obligation; 

id)  Any  amortization  of  bond  pre¬ 
mium  with  respect  to  such  obligation  by 
the  issuing  corporation  while  such  obli¬ 
gation  is  held  by  nonmembers;  and 

(e)  Any  cancellation  of  indebtedness 
income  of  the  issuing  corporation  with 
respect  to  such  obligation;  or 

(ii)  The  sum  of — 

(a)  Any  losses  or  deductions  deferred 
pursuant  to  subparagraph  (1)  of  this 
paragraph  (and  not  previously  restored 
under  subparagraphs  (3)  and  (4)  of  this 
paragraph)  with  respect  to  such  obliga¬ 
tion; 

(b)  Any  losses  or  deductions  recog¬ 
nized  by  members  of  the  group  with  re¬ 
spect  to  such  obligation ; 

(c)  Any  gains  of  the  group  in  trans¬ 
actions  with  nonmembers  with  respect 
to  such  obligations;  and 

(d)  Any  amortization  of  bond  dis¬ 
count  with  respect  to  such  obligation  by 
the  issuing  corporation  while  such  obli¬ 
gation  is  held  by  nonmembers. 
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For  purposes  of  this  subparagraph,  a 
gain  or  loss  of  the  group  in  transactions 
with  nonmembers  with  respect  to  an 
obligation  shall  be  determined  by  com¬ 
paring  the  amoxmt  paid  to  a  member  for 
such  obligation  by  any  nonmember  with 
the  amoimt  received  by  any  nonmember 
on  the  subsequent  sale  to  a  member. 
Thus,  for  example,  if  corporation  S  issues 
a  bond  to  a  nonmember  for  $100  and  if 
p,  the  common  parent  of  S,  purchases 
the  bond  subsequently  from  a  nonmem¬ 
ber  for  $95,  the  group  has  a  $5  gain  with 
nonmembers. 

(3)  Restoration  of  deferred  dedtiction, 
gain,  or  loss  to  the  extent  of  a  wash. 
The  deferred  gains  described  in  subpara¬ 
graph  (2)  (i)  (a)  of  this  paragraph  shall 
be  taken  into  account  to  the  extent  and 
at  the  time  that  the  wash  amount  (as 
defined  in  subparagraph  (2)  of  this  para¬ 
graph)  exceeds  the  sum  of  the  amounts 
determined  under  subparagraph  (2)  (i) 
(b),  (c),  (d),  and  (c).  The  deferred 
losses  described  in  subparagraph  (2)  (ii) 
(a)  of  this  paragraph  shall  be  taken  into 
account  to  the  extent  and  at  the  time 
that  the  wash  amotmt  exceeds  the  sum 
of  the  amoimts  determined  tmder  sub- 
paragraph  (2)(ii)  (b),  (c),  and  (d).  If 
there  is  more  than  one  deferred  gain  (or 
deferred  loss  or  deduction)  with  respect 
to  an  obligation  and  only  part  of  the 
aggregate  of  such  deferred  gains  (or 
such  deferred  losses  or  deductions)  are 
taken  into  account  at  a  particular  time 
under  this  subparagraph,  then  the 
amount  of  each  such  gain  (or  each  such 
loss  or  deduction)  which  is  taken  into 
account  at  such  time  shall  be  an  amount 
equal  to  each  such  gain  (or  loss  or  deduc¬ 
tion)  multiplied  by  a  fraction,  the  nu¬ 
merator  of  which  is  the  amount  of  gains 
(or  losses  or  deductions)  which  are  so 
taken  into  account,  and  the  denominator 
of  which  is  all  such  gains  (or  all  such 
losses  or  deductions) . 

(4)  Restoration  of  deferred  deduc¬ 
tion,  gain,  or  loss  on  dispositions,  etc. 
The  remaining  portion  of  any  deferred 
deduction,  gain,  or  loss  (after  taking  into 
account  any  prior  restoration  under  sub- 
paragraph  (3)  of  this  paragraph)  with 
respect  to  an  obligation  shall  be  taken 
into  account  on  the  earliest  of  the  fol¬ 
lowing  dates: 

(i)  The  date  on  which  the  obligation 
is  disposed  of  outside  the  group; 

(ii)  Immediately  preceding  the  time 
when  the  debtor  member  ceases  to  be  a 
member  of  the  group; 

(iii)  With  respect  to  the  gains,  losses, 
and  deductions  of  a  creditor  member 
immediately  preceding  the  date  on  which 
it  ceases  to  be  a  member  of  the  group 
(except  as  provided  in  subparagraph  (5) 
of  this  paragraph) ;  or 

(iv)  The  date  on  which  the  stock  of 
the  debtor  member  becomes  wholly 
worthless  within  the  meaning  of  section 
165(g). 

(5)  Inheritance  of  deferred  deduction, 
gain,  or  loss.  Subparagraph  (4)  (iii)  of 
this  pax'agraph  shall  not  apply  in  a  case 
where  the  creditor  member  ceases  to  be 
a  member  of  the  group  by  reason  of  its 
merger  or  liquidation  into  another  mem¬ 
ber  of  the  group.  In  such  case  the 
member  of  the  group  acquiring  the 
greatest  portion  of  the  assets  of  the 


creditor  member  (as  compared  with 
other  members  of  the  group)  shall  be 
subject  to  the  provisions  of  subpara¬ 
graphs  (3)  and  (4)  of  this  paragraph 
with  respect  to  the  remaining  deferred 
deduction,  gain,  or  loss.  If  two  or  more 
members  acquire  the  same  portion 
(which  is  greater  than  that  acquired  by 
any  other  member) ,  the  common  parent 
must  select  which  such  member  shall 
be  subject  to  the  provisions  of  subpara¬ 
graphs  (3)  and  (4)  of  this  paragraph. 

§  1.1502—15  Limitations  on  certain  de¬ 
ductions. 

(a)  Limitation  on  built-in  deduc¬ 
tions. — (1)  General  rule.  Built-in  de¬ 
ductions  (as  defined  in  subparagraph 
(2)  of  this  paragraph)  for  a  taxable  year 
shall  be  subject  to  the  limitation  of  para¬ 
graph  (c)  of  §  1.1502-21  (determined 
without  regard  to  such  deductions  and 
without  regard  to  net  operating  loss  car¬ 
ryovers  to  such  year)  and  the  limitation 
of  paragraph  (c)  of  §  1.1502-22  (deter¬ 
mined  without  regard  to  such  deductions 
and  without  regard  to  capital  loss  carry¬ 
overs  to  such  year).  If  as  a  result  of 
applying  such  limitations,  built-in  de¬ 
ductions  are  not  allowable  in  such  con¬ 
solidated  return  year,  such  deductions 
shall  be  treated  as  a  net  operating  loss 
or  net  capital  loss  (as  the  case  may  be) 
sustained  in  such  year  and  shall  be  car¬ 
ried  to  those  taxable  years  (consolidated 
or  separate)  to  which  a  consolidated  net 
operating  loss  or  a  consolidated  net  cap¬ 
ital  loss  could  be  carried  under 
§§  1.1502-21,  1,1502-22,  and  1.1502-79, 
except  that  such  losses  shall  be  treated  as 
losses  subject  to  the  limitations  con¬ 
tained  in  paragraph  (c)  of  §  1.1502-21  or 
paragraph  (c)  of  §  1.1502-22  (as  the  case 
may  be) .  Thus,  for  example,  if  member 
X  sells  a  capital  asset  during  a  consoli¬ 
dated  return  year  at  a  $1,000  loss  and 
such  loss  is  treated  as  a  built-in  deduc¬ 
tion,  then  such  loss  shall  be  subject  to 
the  limitation  contained  in  paragraph 
(c)  of  §  1.1502-22,  which,  in  general, 
would  allow  such  loss  to  be  offset  only 
against  X’s  own  net  capital  gain.  As¬ 
suming  X  had  no  net  capital  gain  re¬ 
flected  in  such  year  (after  taking  into 
account  its  capital  losses,  other  than 
capital  loss  carryovers  and  the  built-in 
deduction),  such  $1,000  loss  shall  be 
treated  as  a  net  capital  loss  and  shall  be 
carried  over  for  5  years  under  §  1.1502- 
22,  subject  to  the  limitation  contained  in 
paragraph  (c)  of  §  1.1502-22  for  con¬ 
solidated  return  years. 

(2)  Built-in  deductions.  For  pur¬ 
poses  of  this  section,  the  term  “built-in 
deductions”  for  a  consolidated  return 
year  means  those  deductions  or  losses  of 
a  corporation  which,  but  for  this  sec¬ 
tion,  would  be  recognized  in  such  year,  or 
which  are  recognized  in  a  separate  re¬ 
turn  year  and  carried  over  in  the  form 
of  a  net  operating  or  net  capital  loss  to 
such  year,  but  which  are  economically 
accrued  in  a  separate  return  limitation 
year  (as  defined  in  paragraph  (f)  of 
§  1.1502-1) .  Such  term  does  not  include 
operating  deductions  or  losses  Incurred 
both  economically  and  taxwise  after  af¬ 
filiation  (but  not  in  a  separate  return 
limitation  year) ,  including  those  in¬ 
curred  in  rehabilitating  such  corpora¬ 


tion.  Thus,  for  example,  assume  P  is 
the  common  parent  of  a  group  filing 
consolidated  returns  on  the  basis  of  a 
calendar  year  and  that  P  purchases  all 
of  the  stock  of  S  on  December  31,  1966. 
Assume  further  that  on  December  31, 
1966,  S  owns  capital  asset  with  an  ad¬ 
just^  basis  of  $100  and  a  fair  market 
value  of  $50.  If  the  group  files  a  con¬ 
solidated  return  in  1967  and  S  sells  such 
asset  for  $30,  $50  of  the  $70  loss  shall 
be  treated  as  a  built-in  deduction  since 
it  was  economically  accrued  in  a  sepa¬ 
rate  return  limitation  year.  If  S  sold 
the  asset  for  $80  (instead  of  $30),  the 
$20  loss  would  be  a  built-in  deduction. 
On  the  other  hand,  if  such  asset  were 
a  depreciable  asset  and  was  not  sold  by 
S,  depreciation  deductions  attributable 
to  the  $50  difference  in  basis  and  fair 
market  value  shall  be  treated  as  built- 
in  deduction. 

(3)  Exception.  The  provisions  of  this 
paragraph  shall  not  apply  to  limit  built- 
in  deductions  which  would  otherwise  be 
recognized  in  a  taxable  year  if — 

(i)  The  date  on  which  the  corporation 
with  the  built-in  deductions  became  a 
member  of  the  group  occurred  more  than 
ten  years  before  the  first  day  of  such 
taxable  year,  or 

(ii)  Immediately  before  the  date  the 
corporation  became  a  member  of  the 
group  the  aggregate  of  the  adjusted  basis 
of  all  the  assets  (other  than  cash  and 
goodwill)  of  such  corporation  did  not 
exceed  the  fair  market  value  of  such 
assets  by  more  than  15  percent. 

§  1.1502—16  Mine  exploration  expendi¬ 
tures. 

(a)  In  general.  If  the  aggregate 
amount  of  the  expenditures,  to  which 
section  615(a)  applies,  which  are  paid  or 
incurred  by  the  members  of  the  group 
during  any  consolidated  return  year  ex¬ 
ceeds  the  lesser  of — 

(1)  $100,000,  or 

(2)  $400,000  minus  all  such  expendi¬ 
tures  deducted  (or  deferred)  by  corpora¬ 
tions  which  are  members  of  the  group 
during  the  taxable  year  (and  individuals 
or  corporations  which  have  transferred 
any  mineral  prc^rty  to  any  such  mem¬ 
ber  within  the  meaning  of  section  615 
(c)(2)(B))  for  taxable  years  ending 
after  December  31, 1950,  and  prior  to  the 
taxable  year, 

then  the  deduction  (or  amount  defer¬ 
rable)  under  section  615  and  paragraph 
(c)  of  §  1.1502-12  for  each  member  shall 
be  no  greater  than  an  allocable  portion 
of  such  lesser  amount  (hereinafter  re¬ 
ferred  to  as  the  “consolidated  explora¬ 
tion  limitation”).  Such  allocable  por¬ 
tion  shall  be  determined  irnder  para¬ 
graph  (b)  of  this  section. 

(b)  Allocable  portion  of  limitation.  A 
member’s  allocable  portion  of  the  con¬ 
solidated  exploration  limitation  for  a 
consolidated  return  year  shall  be — 

( 1 )  The  amoimt  allocated  by  the  com¬ 
mon  parent  pursuant  to  a  plan,  but  in 
no  event  shall  a  member  be  allocated 
more  than  the  amount  it  could  have  de¬ 
ducted  (or  deferred)  had  it  filed  a  sepa¬ 
rate  return.  Such  allocation  plan  must 
be  included  in  a  statement  which  also 
contains  the  total  exploration  expendi¬ 
tures  of  each  member  for  the  taxable 
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year,  and  the  expenditures  of  each  mem¬ 
ber  which  could  have  been  deducted  (or 
deferred)  under  section  615  if  the  mem¬ 
ber  had  filed  a  separate  return.  Such 
statement  must  be  attached  to  a  con¬ 
solidated  return  filed  on  or  before  the 
due  date  of  such  return  (including  ex¬ 
tensions  of  time) ,  and  may  not  be 
changed  after  such  date,  or 

(2)  If  no  statement  is  filed  in  accord¬ 
ance  with  subparagraph  (1),  then  the 
portion  of  the  consolidated  exploration 
limitation  allocable  to  each  member  in¬ 
curring  such  expenditures  is  an  sunount 
equal  to  such  limitation  multiplied  by  a 
fraction,  the  numerator  of  which  is  the 
amoimt  which  could  have  been  deducted 
(or  deferred)  imder  section  615  by  such 
member  had  it  filed  a  separate  return 
and  the  denominator  of  which  is  the  ag¬ 
gregate  of  such  amoxmts  for  all  members 
of  the  group. 

(c)  Examples.  The  provisions  of  this 
section  may  be  illustrated  by  the  follow¬ 
ing  examples: 

Example  (1).  Corporation  X  and  Its 
wholly-owned  subsidiaries,  corporations  Y 
and  Z,  filed  a  consolidated  return  for  the 
calendar  year  1966.  None  of  the  corpora¬ 
tions  have  incurred  exploration  expenditures 
described  in  section  615  in  previous  years. 
During  1966,  X  incurred  exploration  expendl- 
t\ires  of  930,000,  Y  of  920,000  and  Z  of  940,000, 
The  amount  deductible  (or  deferrable)  un¬ 
der  section  615  for  purposes  of  computing 
separate  taxable  Income  under  §  1.1502-13 
will  be  the  amount  actually  expended  by 
each  corporation. 

Example  (2).  Assume  the  same  facts  as 
in  example  (1)  except  that  during  1966  X 
incurred  exploration  expenditures  of  $25,000, 
Y  of  975,000  and  Z  of  9125,000.  The  consoli¬ 
dated  exploration  limitation  under  paragraph 

(a)  of  this  section  is  9100,000  since  the  ag¬ 
gregate  amounts  incurred  by  the  members 
of  the  group  exceed  9100,000  and  such 
amount  is  less  than  the  limitation  described 
in  paragraph  (a)  (2)  of  this  section  (9400,- 
000).  X  may  allocate  the  9100,0(X)  in  any 
manner  among  the  three  members,  except 
that  X  may  not  be  allocated  more  than 
925,000  nor  Y  more  than  975,000,  the  amounts 
actually  expended  by  X  and  Y  and  which 
they  could  have  deducted  (or  deferred)  had 
they  filed  a  separate  return.  If  the  alloca¬ 
tion  is  not  made  in  accordance  with  para¬ 
graph  (b)  (1)  of  this  section,  the  9100,000 
limitation  will  be  allocated  under  paragraph 

(b)  (2)  as  f<dlows: 

AUoce- 

Ezpendi-  Frae-  lAmHa-  Ne 


CorporatUm  tun  lion  lion  Portion 
2S,000 

X .  $25,000  Xtl00,000=$12,500 

200,000 

76,000 

Y .  $78,000  X$100,000=$37,500 

200,000 

100,000 

Z .  $126,000  X$100,000=$50,000 

2oaooo 


The  deDominstor  of  $200,000  was  calculated  as  followr 
X>$2S.OOO  , 

Y^$7t^000 

2 -$100, 000  (maxlinam  amount  allowed  if  filed  sep¬ 
arately) 

Total  $300,000 


Example  (2).  Assume  the  same  facts  as 
in  example  (3)  and  that  on  January  1,  1967, 
X  acquired  all  of  the  stock  cA  corporation  T 
which  prior  to  its  taxable  year  beginning 
January  1,  1967,  had  previously  deducted  (or 
deferred)  9310,000  of  exploration  expendi¬ 
tures.  Assume  further  that  in  1967  X  In¬ 
curred  925,000  of  exploration  expenditures, 
Y  960,0(X>.  T  960,000  and  Z  none.  A  consoli¬ 
dated  return  Is  filed  for  1967.  None  of  the 


expenditures  may  be  deducted  (or  deferred) 
under  section  615  since  the  consolidated  ex¬ 
ploration  limitation  is  zero.  The  limitation- 
is  zero  since  the  aggregate  amount  of  pre¬ 
viously  deducted  (or  deferred)  exploration 
expenditures  by  the  members  of  the  group  ex¬ 
ceeds  9400.000.  (The  total  of  such  expendi¬ 
tures  is  9410,000,  of  which  9310,000  is  attrib¬ 
utable  to  T  and,  assuming  the  allocation  of 
the  limitation  in  example  (2)  is  made  under 
paragraph  (b)  (2)  of  this  section,  of  which 
$12,500  is  attributable  to  X,  $37,500  to  Y,  and 
950,000  to  Z.) 

Example  (4).  Assume  the  same  facts  as 
in  example  (3)  except  that  on  December  31, 
1966,  X  sold  all  of  the  stock  of  Z  to  an  un¬ 
related  party.  The  consolidated  exploration 
limitation  for  1967  will  be  $40,000,  computed 
by  subtracting  from  $400,000  the  aggregate 
amount  of  previously  deducted  (or  deferred) 
exploration  expenditures  Incurred  by  the 
members  of  the  group  priOT  to  1967.  (The 
total  of  such  expenditures  is  $360,000,  of 
which  $12,500  is  attributable  to  X.  $37,500  to 
Y  and  $310,000  to  T.  Amounts  previously 
deducted  (ot  deferred)  by  Z  are  not  taken 
into  account  since  it  was  not  a  member  of 
the  group  at  any  time  during  1967. 
Amounts  previously  deducted  (or  deferred) 
by  Z  shall  be  taken  into  account  by  it  for 
subsequent  separate  retiun  years.) 

§1.1502—17  Methods  of  accounting. 

(a)  General  rule.  Except  as  provided 
In  §  1.1502-13,  the  method  of  accounting 
to  be  used  by  each  member  of  the  group 
shall  be  determined  In  accordance  with 
the  provisions  of  section  446  as  If  such 
member  filed  a  separate  return. 

(b)  Adjustments  required  where  meth¬ 
od  of  accounting  changed.  In  any  case 
In  which  a  member  of  a  group  changes 
Its  method  of  accounting  for  a  con¬ 
solidated  return  year,  the  provisions 
of  section  481(a)  shall  be  applicable.  If 
the  requirements  of  section  481(b)  are 
met  bemuse  the  adjustments  under  sec¬ 
tion  481(a)  are  substantial,  the  Increase 
In  tax  for  any  prior  year  shall  be  com¬ 
puted  upon  the  basis  of  a  consolidated 
return  or  a  separate  return,  whichever 
was  filed  for  such  prior  year. 

(c)  Example.  The  provisions  of  this 
section  may  be  illustrated  by  the  follow¬ 
ing  example: 

Example.  X  and  its  wholly-owned  sub¬ 
sidiary  Y  filed  separate  returns  for  their 
calendar  years  ending  December  31,  1965. 
During  calendar  year  1965,  X  employed  an 
accrual  method  of  accounting,  established 
a  reserve  for  bad  debts,  and  elected  \mder 
secticHi  171  to  amortize  bond  premiums  with 
respect  to  its  fully  taxable  bonds.  During 
calendar  year  1965,  Y  employed  the  cash 
receipts  and  disbursements  method,  used  th^ 
specific  charge-off  method  with  respect  to 
its  bful  debts,  and  did  not  elect  to  amortize 
bond  premiiims  under  section  171  with  re¬ 
spect  to  its  bcMids.  X  and  Y  filed  a  consoli¬ 
dated  return  for  1966.  For  1966  X  and  Y 
must  continue  to  compute  Income  imder 
their  respective  methods  of  accounting  (un¬ 
less  a  change  in  method  imder  section  446 
is  made). 

§  1.1502—18  Inventory  adjustments. 

(a)  Definition  of  intercompany  profit 
amount.  For  purposes  of  this  section, 
the  term  “intercompany  profit  amoimt” 
for  a  taxable  year  means  an  amount 
equal  to  the  profits  of  a  corporation 
(other  than  those  profits  which  such 
corporation  has  elected  not  to  defer  pur¬ 
suant  to  paragraph  (c)(3)  of  S  1.1502- 
13)  arising  hi  trsmsactions  with  other 
members  of  the  group  with  respect  to 


goods  which  are.  at  the  close  of  such  cor¬ 
poration’s  taxable  year,  included  In  the 
inventories  of  other  members  of  the 
group.  See  paragraph  (c)(2)  of 
S  1.1502-13  with  respect  to  the  determi¬ 
nation  of  profits.  See  paragraph  (f) 

(1)  (1)  of  §  1.1502-13  for  rules  for  deter¬ 
mining  which  goods  are  considered  to  be 
di^iosed  of  outside  the  group  and  there¬ 
fore  not  included  in  inventories  of  other 
members. 

(b)  Addition  of  initial  inventory 
amount  to  taxable  income.  If  a  corpo¬ 
ration — 

(1)  Is  a  member  of  a  group  filing  a 
consolidated  return  for  the  taxable  year, 

(2)  Was  a  member  of  such  group  for 
its  immediately  preceding  taxable  year, 
and 

(3)  Piled  a  separate  return  for  such 
preceding  year, 

then  the  intercompany  profit  amount 
of  such  corporation  for  suoh  separate 
return  year  (hereinafter  referred  to  as 
the  “initial  inventory  amount”)  shall  be 
added  to  the  Income  of  such  corporation 
for  the  consolidated  return  year  (or 
years)  in  which  the  goods  to  which  the 
initial  inventory  amount  is  attributable 
are  disposed  of  outside  the  group.  Such 
amount  shall  be  treated  as  gain  from  the 
sale  or  exchange  of  property  which  is 
neither  a  capital  asset  nor  property  de¬ 
scribed  in  section  1231. 

(c)  Recovery  of  initial  inventory 
amount — (1)  Unrecovered  initial  inven¬ 
tory  amount.  The  term  “unrecovered 
Inventory  amount”  for  any  consolidated 
return  year  means  the  lesser  of — 

(1)  The  intercompany  profit  amount 
for  such  year,  or 

(ii)  The  initial  Inventory  amount. 
However,  if  a  corporation  ceases  to  be  a 
member  of  the  group  during  a  consoli¬ 
dated  return  year.  Its  unrecovered  initial 
inventory  amount  for  such  year  shall  be 
considered  to  be  zero. 

(2)  Recovery  during  consolidated  re¬ 
turn  years.  (1)  To  the  extent  that  the 
unrecovered  initial  Inventory  amount  of 
a  corporation  for  a  consolidated  return 
year  is  less  than  such  amount  for  its 
immediately  preceding  year,  such 
decrease  shall  be  treated  for  such  year  by 
such  corporation  as  a  loss  from  the  sale 
or  exchange  of  property  which  is  neither 
a  capital  asset  nor  property  described  in 
section  1231. 

(11)  To  the  extent  that  the  un¬ 
recovered  initial  Inventory  amount  for  a 
consolidated  return  year  exceeds  such 
amount  for  the  preceding  year,  such  in¬ 
crease  shall  be  treated  as  gain  from  the 
sale  or  exchange  of  property  which  is 
neither  a  capital  asset  nor  property 
described  in  section  1231. 

(3)  Recovery  during  first  separate 
return  year.  For  the  first  separate  re¬ 
turn  year  of  a  member  following  a  con¬ 
solidated  return  year,  the  excess  of — 

(i)  The  unrecovered  initial  inventory 
amoimt  for  such  consolidated  return 
year,  over 

(11)  The  portion  of  the  initial  inven¬ 
tory  amount  which  has  not  been  added 
to  income  pursuant  to  paragraph  (b)  of 
this  section, 

shall  be  treated  as  a  loss  from  the  sale 
or  exchange  of  property  which  is  neither 
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»  capital  asset  nor  property  described  in 
section  1231. 

(d)  Examples.  'Rie  provisions  of 
paragraphs  (a),  (b).  and  (c)  of  this 
section  may  be  illustrated  by  the  follow¬ 
ing  examples: 

Example  (1).  Corporations  P.  8,  and  T 
report  Income  on  the  basis  of  a  calendar 
year.  Such  corporations  file  separate  returns 
for  1965.  P  manufactures  widgets  wbl<^  it 
sells  to  both  S  and  T,  who  act  as  distrib¬ 
utors.  The  Inventories  of  8  and  T  at  the 
close  of  1966  are  comprised  of  widgets  which 
they  purchased  from  P  and  with  respect  to 
which  P  derived  profits  of  65,000  and  $8,000. 
respectively.  In  1966,  P.  8,  and  T  file  a 
consolidated  return.  During  1966,  P  sells 
widgets  to  8  and  T  with  respect  to  which 
it  derives  profits  of  $7,000  and  $10,000, 
respectively.  The  Inventories  of  8  and  T 
as  of  December  31,  1966,  are  comprised  of 
widgets  on  which  P  derived  net  profits  of 
$4,000  and  $8,000,  respectively.  P’s  initial 
Inventory  amount  is  $13,000,  P’s  inter¬ 
company  profit  amount  for  1966  (such 
$13,000  amount  is  the  profits  of  P  with 
respect  to  goods  sold  to  8  and  T  and  included 
in  their  inventories  at  the  close  of  1965). 
Aasiunlng  that  8  and  T  identify  their  goods 
on  a  first-ln,  first-out  basis,  the  entire  open¬ 
ing  inventory  amount  of  $13,000  is  added  to 
P’s  Income  for  1966  as  gain  from  the  sale 
or  exchange  of  property  which  is  neither  a 
capital  asset  nor  property  described  in  sec¬ 
tion  1231  since  the  goods  to  which  the  initial 
inventory  amount  is  attributable  were  dis¬ 
posed  of  in  1966  outside  the  group.  How¬ 
ever,  since  P’s  unreoovered  initial  inventory 
amount  for  1966,  $12,000  (the  intercompany 
profit  amount  for  the  year,  which  is  less  than 
the  initial  inventory  amount),  is  less  than 
the  unrecovered  initial  inventory  amount  for 
1965,  $13,000,  this  decrease  of  $1,000  is 
treated  by  P  for  1966  as  a  loss  from  the  sale 
or  exchange  of  property  which  is  neither  a 
capital  asset  nor  property  described  in  section 
1231. 

Example  (2).  Assume  the  same  facts  as 
in  example  (1)  and  that  at  the  close  of  1967, 
a  consolidated  return  year,  the  inventories 
of  S  and  T  are  comprised  of  widgets  on  which 
P  derived  profits  of  $6,000  and  $3,000,  respec¬ 
tively.  81nce  P’s  unrecovered  initial  inven¬ 
tory  amount  for  1967,  $8,000,  is  less  than 
$12,000,  the  unrecovered  Initial  inventory 
amount  for  1966,  this  decrease  of  $4,000  is 
treated  by  P  for  1967  as  a  loss  from  the  sale 
or  exchange  of  property  which  is  neither  a 
capital  asset  nor  property  described  in  sec¬ 
tion  1231. 

Example  (3).  Assume  the  same  facts  as 
in  examples  (1)  and  (2)  and  that  in  1968, 
a  consolidated  return  year.  P’s  intercompany 
profit  amount  is  $11,000.  P  will  report  $3,000 
(the  excess  of  $11,000,  P’s  unrecovered  ini¬ 
tial  Inventory  amoimt  for  1968.  over  $8,000, 
P’s  unrecovered  initial  inventory  amo\mt  for 
1967)  for  1968  as  a  gain  from  the  sale  or 
exchange  of  property  which  is  neither  a 
capital  asset  nor  property  described  in  sec¬ 
tion  1231. 

Example  (4).  Assmne  the  same  facts  as 
in  examples  (1),  (2),  and  (3)  and  that  in 
1969  P  and  8  filed  separate  returns.  P  will 
report  $11,000  (the  excess  of  its  unrecovered 
Initial  Inventory  amount  for  1968,  $11,000, 
over  the  portion  of  the  initial  Inventory 
amount  which  has  not  been  added  to  income 
during  1966,  1967,  and  1968,  aero)  as  a  loss 
from  the  sale  or  exchange  of  property  which 
is  neither  a  capital  asset  nor  property  de¬ 
scribed  in  section  1231. 

Example  (5).  Corporations  P  and  8  file  a 
consolidated  return  for  the  first  time  for  the 
calendar  year  1966.  P  manufactxures  ma¬ 
chines  and  sells  them  to  8,  which  sells  them 
to  users  throughout  the  country.  At  the 
close  of  1966,  8  has  on  hand  20  machines 
which  it  purchased  from  P  and  with  re¬ 
spect  to  which  P  derived  profits  of  $3,600. 


During  1966,  P  sells  6  machines  to  8  on 
which  it  derives  profits  of  $1,300,  and  8  sells 
5  machines  which  it  bad  on  band  at  the  be¬ 
ginning  of  the  year  (8  specifically  identifies 
the  machines  which  it  sells)  and  on  which 
P  had  derived  profits  of  $900.  P’s  initial 
Inventmy  amount  is  $3,600,  of  which  $900  is 
added  to  P’s  Income  in  1966  as  gain  from  the 
sale  or  exchange  of  property  which  is  neither 
a  capital  asset  nor  property  described  in  sec¬ 
tion  1231,  since  such  $900  amount  is  at¬ 
tributable  to  goods  disposed  of  in  1966  out¬ 
side  the  group,  which  goods  were  Included  in 
8’s  Inventory  at  the  close  of  1965.  If  P  and 
8  continue  to  file  consolidated  returns,  the 
remaining  $2,600  of  the  initial  inventory 
amount  will  added  to  P’s  income  as  the 
machines  on  which  such  profits  were  derived 
are  disposed  of  outside  the  group. 

Example  (6).  Assume  that  in  example 
(5)  8  had  elected  to  inventory  its  goods 
under  section  472  (relating  to  last-in,  .first- 
out  inventories).  None  of  P’s  initial  inven¬ 
tory  amount  of  $3,500  would  be  added  to  P’s 
income  in  1966,  since  none  of  the  goods  to 
which  such  amount  is  attributable  would  be 
considered  to  be  disposed  of  during  such 
year  under  the  last-ln,  first-out  method  of 
Identifying  inventories. 

(e)  Section  381  transfer.  If  a  member 
of  the  group  is  a  transferor  or  distributor 
of  assets  to  another  member  of  the  group 
within  the  meaning  of  section  381(a), 
then  the  acquiring  corporation  shall  be 
treated  sis  succeeding  to  the  initial  in¬ 
ventory  amount  of  the  transferor  or  dis¬ 
tributor  corporation  to  the  extent  that 
as  of  the  date  of  distribution  or  trsmsfer 
such  fimount  has  not  yet  been  added  to 
income.  Such  sunount  shsdl  then  be 
added  to  the  acquiring  corporation’s  in¬ 
come  under  the  provisions  of  paragraph 
(b)  of  this  section.  For  purposes  of  ap¬ 
plying  psu’s^raph  (c)  of  this  section — 

(1)  The  initial  inventory  simount  of 
the  transferor  or  distributor  corporation 
shall  be  added  to  such  sunount  of  the  sic- 
quiring  corporation  as  of  the  close  of  the 
acquiring  corporation’s  tsucsible  yesu:  in 
which  the  date  of  distribution  or  trsms- 
fer  occurs,  and 

(2)  The  unrecovered  initisd  inventory 
amount  of  the  trsmsferor  or  distributor 
corporation  for  its  taxable  yesir  preced¬ 
ing  the  tsuiable  yesir  of  the  group  in 
which  the  date  of  distribution  or  trans¬ 
fer  occurs  shsill  be  added  to  such  amount 
of  Uie  suxiuiring  corporation. 

(f)  Transitional  rules — (1)  In  gen¬ 
eral.  If— 

(1)  A  group  filed  a  consolidated  re¬ 
turn  for  the  tsucable  yesu*  immediately 
preceding  the  first  tsixable  year  to  which 
this  section  applies, 

(il)  Any  member  of  such  group  made 
an  opening  sidjustment  to  its  inventory 
pursusuit  to  psuragraph  (b)  of  S  1.1502- 
39A,  and 

(ill)  Psursigraph  (c)  of  S  1.1502-39A 
hsis  not  been  applicable  for  any  taxable 
year  subsequent  to  the  tsucable  yesir  for 
which  such  adjustment  wsis  msule, 

then  such  opening  suljustment  shsdl  be 
taken  into  account  at  the  time  smd  in  the 
msumer  prescribed  in  subparagraphs  (2) 
and  (3)  of  this  psu’agraph. 

(2)  Closing  adjustment  to  inven¬ 
tory.  (i)  The  closing  adjustment  pre¬ 
scribed  in  paragraph  (c)  of  S  1.1502-39A 
shall  be  mside  for  the  first  taxable  year 
of  a  selling  member  to  which  this  section 
aiH?lies  as  if  such  year  were  a  separate 
r^um  year,  regardless  of  whether  such 


year  SM^tually  is  a  consolidated  return 
year. 

(ii)  If  the  first  taxable  year  to  which 
this  section  applies  is  a  consolidated  re¬ 
turn  year,  then  for  the  first  separate 
return  year  of  such  member  to  which 
this  section  applies,  the  adjustment  pre¬ 
scribed  in  paragraph  (c)  of  §  1.1502-39A, 
minus  the  adjustment  already  made  pur¬ 
suant  to  subdivision  (i)  of  this  subpara¬ 
graph,  shall  be  made  to  the  inventory  of 
such  member  of  the  group. 

(3)  Addition  and  recovery  of  initial 
inventory  amount.  If  the  first  taxable 
year  to  which  this  section  applies  is  a 
consolidated  return  year,  then  a  selling 
member  shall  treat,  as  an  initial  inven¬ 
tory  amount,  its  share  of  the  net  amount 
by  which  the  inventories  of  all  members 
of  the  group  are  increased  pursuant  to 
subparagraph  (2)  (i)  of  this  paragraph. 
A  member’s  share  shall  be  such  net 
amount  multiplied  by  a  fraction,  the  nu¬ 
merator  of  which  is  its  initial  inven¬ 
tory  amount  (computed  imder  para¬ 
graph  (b)  as  if  such  taxable  year  were 
its  first  consolidated  return  year),  and 
the  denominator  of  which  is  the  sum  of 
all  such  initial  inventory  amoimts  of 
members  of  the  group.  Such  initial  in¬ 
ventory  amount  shall  be  added  to  the 
income  of  such  selling  member  and  shall 
be  recovered  at  the  time  and  in  the  man¬ 
ner  prescribed  in  paragraphs  (b)  and 
(c)  of  this  section. 

(4)  Example.  The  provisions  of  this 
paragraph  may  be  illustrated  by  the  fol¬ 
lowing  example: 

Example,  (i)  Corporations  P,  8,  and  T 
file  consolidated  returns  lor  calendar  1966, 
having  filed  consoUdated  returns  continu¬ 
ously  since  1962.  F  is  a  wholesale  distribu¬ 
tor  of  groceries  selling  to  chains  of  super¬ 
markets,  including  those  owned  by  8  and 
T.  ’The  opening  inventories  of  S  and  T 
for  1962  were  reduced  by  $40,000  and  $80,(X)0, 
respectively,  pursuant  to  paragraph  (b)  of 
I  1.1502-39A.  At  the  close  of  1965,  8  and  T 
have  on  hand  in  their  inventories  goods  on 
which  P  derived  profits  of  $80,000  smd  $90,- 
000,  respectively.  The  inventories  of  8  and 
T  at  the  close  of  1966  Include  goods  which 
they  purchased  from  P  during  the  year  on 
which  P  derived  profits  of  $85,000  and  $105,- 
000,  respectively. 

(11)  ’The  opening  inventories  of  8  and  T 
for  1966,  the  first  year  to  which  this  section 
applies,  are  increased  by  $40,000  and  $80,0(X), 
respectively,  pursuant  to  the  provisions  of 
subparagraph  (2)  (1)  of  this  paragraph. 
P  will  take  into  account  (as  provided  in 
paragraphs  (b)  and  (c)  of  this  section)  an 
initial  inventory  amount  of  $120,000  as  of 
the  beginning  of  1966,  the  net  amount  by 
which  the  inventories  of  8  and  T  were  in¬ 
creased  in  such  year.  Since  the  increases  in 
the  inventories  of  S  and  T  are  the  maximum 
allowable  under  paragraph  (c)  of  {  1.1502- 
39A  (i.e.,  the  amount  by  which  such  inven¬ 
tories  were  originally  decreased),  no  further 
adjustments  will  be  made  pursuant  to  sub- 
paragnq>h  (2)  (il)  of  this  paragraph  to  such 
inventories  in  the  event  that  separate  re¬ 
turns  are  subsequently  filed. 

§  1.1502—19  Adjustments  to  income  for 
excess  losses  of  a  subsidiary. 

(a)  General  rule.  In  the  case  of  a 
of  a  subsidiary  (as  defined  in 
paragraph  (b)  of  this  section),  there 
shall  be  included  in  the  income  of  each 
member  of  the  group  which  owned  stock 
(other  than  nonvoting  stock  which  is 
limited  and  lueferred  as  to  dividends)  in 
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such  subsidiary  immediately  before  such 
disposition  its  share  (as  determined  un¬ 
der  paragraph  (c)  of  this  section)  of  the 
excess  losses  of  such  subsidiary  (as  de¬ 
termined  under  paragraph  (d)  of  this 
section).  Such  income  shall  be  treated 
as  gain  from  the  sale  or  exchange  of 
property  which  is  neither  a  capital  asset 
nor  property  described  in  section  1231. 

(b)  Disposition.  For  purposes  of  this 
section,  a  disposition  of  a  subsidiary 
occurs — 

(1)  On  the  day  such  subsidiary  ceases 
to  be  a  member  of  the  group  (other  than 
in  a  transfer  or  distribution  to  another 
member  of  the  group  to  which  section 
381(a)  applies), 

(2)  On  the  last  day  of  the  taxable  year 
of  such  subsidiary  in  which  its  stock  be¬ 
comes  wholly  worthless  (within  the 
meaning  of  section  165(g) ) ,  or 

(3)  On  the  day  on  which  an  indebted¬ 
ness  of  the  subsidiary  is  discharged,  if 
such  discharge  would  have  produced 
“cancellation  of  indebtedness”  income 
but  for  the  insolvency  of  the  subsidiary. 

(c)  Member’s  share  of  excess  losses  of 
a  subsidiary.  A  member’s  share  of  the 
excess  losses  of  a  subsidiary  shall  be  such 
excess  losses  multiplied  by  a  fraction,  the 
numerator  of  which  is  the  adjusted  basis 
(determined  without  regard  to  any  basis 
adjustment  under  §  1.1502-32  on  account 
of  the  disposition)  of  the  stock  (other 
than  nonvoting  stock  which  is  limited 
and  preferred  as  to  dividends)  of  the 
subsidiary  owned  by  such  member,  and 
the  denominator  of  which  is  the  ag¬ 
gregate  of  such  adjusted  bases  of  all 
such  stock  of  the  subsidiary  owned  by  all 
members  of  the  group.  However,  with 
the  consent  of  the  Commissioner  upon 
application  of  the  common  parent,  a 
member’s  share  may  be  determined 
imder  any  other  method  which  reason¬ 
ably  allocates  the  excess  losses. 

(d)  Excess  losses.  The  excess  losses 
of  a  subsidiary  are  the  excess  of — 

(1)  The  bs^  adjustment  (as  deter¬ 
mined  under  paragraph  (a)  (1)  of 
§  1.1502-32)  with  respect  to  such  subsid¬ 
iary  determined  as  of  the  date  of  dis¬ 
position,  over 

(2)  The  sum  of  (i)  the  aggr^ate  of 
the  adjusted  bases  (determined  with¬ 
out  regard  to  any  basis  adjustment  un¬ 
der  §  1.1502-32  on  account  of  such  dis¬ 
position)  of  all  shares  of  stock  and  all 
obligations  of  the  subsidiary  owned  by 
members  of  the  group  immediately  be¬ 
fore  the  disposition,  plus  (ii)  any  amount 
included  in  income  of  a  member  of  the 
group  under  this  section  on  a  prior  dis- 
lx)sition  of  such  subsidiary. 

(e)  Transitional  rule.  In  no  event 
shall  the  amount  included  in  the  income 
of  a  member  of  the  group  under  para¬ 
graph  (a)  of  this  section  exceed  the 
amount  which  woxild  be  determined 
under  such  paragraph  if  the  members 
of  the  group  were  formed  immediately 
before  the  first  day  of  the  first  taxable 
year  to  which  this  section  applies,  except 
that  a  loss  sustained  in  a  taxable  year  to 
which  this  section  applies  shall  be  taken 
into  accoimt  to  the  extent  that  it  Is  car¬ 
ried  back  and  availed  of  in  a  taxable 
year  to  which  this  section  does  not  ap¬ 
ply.  Thus,  for  example,  in  determining 
such  amount  only  losses  sustained  or  ab¬ 


sorbed  in,  earnings  and  profits  accumu¬ 
lated  in,  and  distributions  made  in,  tax¬ 
able  years  to  which  this  section  applies 
shall  be  taken  into  account.  For  pur¬ 
poses  of  paragraph  (d)(1)  of  this  sec¬ 
tion,  the  adjustments  determined  under 
paragraph  (a)  (4)  and  (6)  of  §  1.1502-32 
shall  be  those  adjustments  which  would 
have  been  made  if  the  members  of  the 
group  had  been  formed  immediately  be¬ 
fore  the  first  day  of  the  first  taxable 
year  to  which  this  section  applies.  For 
purposes  of  paragraph  (d)  (2)  of  this 
section,  only  the  adjusted  bases  attrib¬ 
utable  to  investments  in  such  subsidiary 
made  in  taxable  years  to  which  this  sec¬ 
tion  applies  shall  be  taken  into  account. 

§  1.1502-20  [Reserved] 

Computation  of  Consolidated  Items 

§  1.1502—21  Consolidated  net  operating 
loss  deduction. 

(a)  In  general.  The  consolidated  net 
operating  loss  deduction  shall  be  an 
amount  equal  to  the  aggregate  of  the 
consolidated  net  operating  loss  carry¬ 
overs  and  carrybacks  to  the  taxable  year 
(as  determined  imder  paragraph  (b)  of 
this  section) . 

(b)  Consolidated  net  operating  loss 
carryovers  and  carrybacks — (1)  In  gen¬ 
eral.  The  consolidated  net  operating 
loss  carryovers  and  carrybacks  to  the 
taxable  year  shall  consist  of  any  consoli¬ 
dated  net  operating  losses  (as  determined 
under  paragraph  (f)  of  this  section)  of 
the  group,  plus  any  net  operating  losses 
sustained  by  members  of  the  group  in 
separate  return  years,  which  may  be  car¬ 
ried  over  or  back  to  the  taxable  year 
under  the  principles  of  section  172(b). 
However,  such  consolidated  carryovers 
and  carrybacks  shall  not  include  any 
consolidated  net  operating  loss  appor¬ 
tioned  to  a  corporation  for  a  separate 
return  year  pursuant  to  paragraph  (a) 
of  §  1.1502-79,  and  shall  be  subject  to  the 
Unfitations  contained  in  paragraphs  (c) , 
(d),  and  (e)  of  this  section  and  to  the 
limitation  contained  in  S  1.1502-15. 

(2)  Rules  for  applying  section  172ib) 
(1) — it)  Regulated  transportation  cor¬ 
porations.  For  purposes  of  applidng  sec¬ 
tion  172(b)  (1)  (C)  (relating  to  net  op¬ 
erating  losses  sustained  by  regulated 
transportation  corporations) ,  in  the  case 
of  a  consolidated  net  operating  loss  sus¬ 
tained  in  a  taxable  year  for  which  a 
member  of  the  group  was  a  regulated 
transportation  corporation  (as  defined  in 
section  172(J)(1)),  the  portion,  if  any, 
of  such  consolidate  net  operating  loss 
which  is  attributable  to  such  corporation 
(as  determine  imder  paragraph  (a)  (4) 
of  S  1.1502-79)  shall  be  a  carryover  to  the 
sixth  taxable  year  following  the  loss  year 
only  if  such  corporation  is  a  regulate 
transportation  corporation  for  such  sixth 
year,  and  shsdl  be  a  carryover  to  the 
seventh  taxable  year  following  the  loss 
year  only  if  such  corporation  is  a  regu¬ 
late  transportation  corporation  for  both 
such  sixth  and  seventh  years. 

(ii)  Trade  expansion  losses.  In  the 
case  of  a  carryback  of  a  consolidate  net 
operating  loss  from  a  taxable  year  for 
which  a  member  of  the  group  has  been 
issue  a  certification  under  section  317 
of  the  Trade  Expansion  Act  of  1962  and 


with  respect  to  which  the  requirements 
of  section  172(b)  (3)  (A)  have  been  met, 
section  172(b)  (1)  (A)  (ii)  shall  apply  only 
to  the  portion  of  such  consolidate  net 
operating  loss  attributable  to  such  mem¬ 
ber, 

(iii)  Foreign  expropriation  losses.  An 
election  under  section  172(b)  (3)  (C)  (re¬ 
lating  to  10-year  carryover  of  portion  of 
net  operating  loss  attributable  to  a  for¬ 
eign  expropriation  loss)  may  be  made 
for  a  consolidate  return  year  only  if 
the  sum  of  the  foreign  expropriation 
losses  (as  define  in  section  172(k))  of 
the  members  of  the  group  for  such  year 
equals  or  exceeds  50  percent  of  the  con¬ 
solidate  net  operating  loss  for  such 
year.  If  such  election  is  made,  the 
amount  which  may  be  carrie  over  under 
section  172(b)(1)(D)  is  the  smaller  of 
(a)  the  sum  of  such  foreign  expropria¬ 
tion  losses,  or  (b)  the  consolidate  net 
operating  loss. 

(3)  Absorption  rules.  For  purposes 
of  determining  the  amount,  if  any,  of  a 
net  operating  loss  (whether  consolidated 
or  separate)  which  can  be  carrie  to  a 
taxable  year  (consolidate  or  separate), 
the  amount  of  such  net  operating  loss 
which  is  absorbe  in  a  prior  consolidated 
return  year  under  section  172(b)  (2)  shall 
be  determine  by — 

(i)  Applying  all  net  operating  losses 
which  can  be  carrie  to  such  prior  year 
in  the  order  of  the  taxable  years  in  which 
such  losses  were  sustaine,  beginning 
with  the  taxable  year  which  ends  earli¬ 
est,  and 

(ii)  Applying  all  such  losses  which  can 
be  carrie  to  such  prior  year  from  tax¬ 
able  years  ending  on  the  same  date  on 
a  pro  rata  basis,  except  that  any  portion 
of  a  net  operating  loss  attributable  to  a 
foreign  expropriation  loss  to  which  sec¬ 
tion  172(b)  (1)  (D)  applies  shall  be  ap¬ 
plied  last. 

(c)  Limitation  on  net  operating  loss 
carryovers  and  carrybacks  from  separate 
return  years — (1)  General  rule.  In  the 
case  of  a  net  operating  loss  of  a  member 
of  the  group  arising  in  a  separate  return 
limitation  year  (as  defined  in  paragraph 

(f)  of  S  1.1502-1)  of  such  member  (and 
in  a  separate  return  limitation  year  of 
any  predecessor  of  such  member),  the 
amount  which  may  be  included  under 
paragraph  (b)  of  this  section  (computed 
without  regard  to  the  limitation  con¬ 
tained  in  paragraph  (d)  of  this  section) 
in  the  consolidated  net  operating  loss 
carryovers  and  carrybacks  to  a  consoli¬ 
dated  return  year  of  the  group  shall  not 
exceed  the  amount  determined  under 
subparagraph  (2)  of  this  iiaragraph. 

(2)  Computation  of  limitation.  'The 
amount  referred  to  in  subparagraph  (1> 
of  this  paragraph  with  respect  to  a 
member  of  the  group  is  the  excess,  if  any, 
of — 

(i)  Consolidated  taxable  income 
(computed  without  regard  to  the  consoli¬ 
dated  net  operating  loss  deduction) , 
minus  such  consolidated  taxable  income 
re<x>mputed  by  excluding  the  items  of 
income  and  deduction  of  such  member, 
over 

(li)  The  net  operating  losses  attrib¬ 
utable  to  such  member  which  may  be 
carried  to  the  consolidated  return  year 
arising  in  taxable  years  ending  prior  to 
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the  particular  separate  return  limitation 
year, 

(3)  Examples.  The  provisions  of  this 
paragraph  and  paragraphs  (a)  and  (b) 
of  this  section  may  be  illustrated  by  the 
following  examples: 

Example  (i).  (i)  Corporation  P  formed 

corporations  8  and  T  on  January  1,  1966. 
p,  8,  and  T  filed  separate  returns  for  the 
calendar  year  1965,  a  year  for  which  an  elec* 
tion  under  section  1562  was  effective.  Ts 
return  for  that  year  refiected  a  net  operat¬ 
ing  loss  of  $10,000.  The  group  filed  a  con¬ 
solidated  return  for  1966  refiecting  consoli¬ 
dated  taxable  income  of  $30,000  (computed 
without  regard  to  the  consolidated  net  op¬ 
erating  loss  deduction).  Among  the  trans¬ 
actions  occurring  during  1066  were  the  fol¬ 
lowing; 

(a)  P  &(4d  goods  to  T  deriving  deferred 
profits  of  $7,000  on  such  sales,  $2,000  of  which 
was  restored  to  consolidated  taxable  income 
on  the  sale  of  such  goods  to  outsiders; 

(b)  T  sold  a  machine  to  S  deriving  a  de¬ 
ferred  profit  of  $5,000,  tl.OOO  of  which  was 
restored  to  consolidated  taxable  income  as 
a  result  of  S’s  depreciation  deductions; 

(c)  T  distributed  a  $3,000  dividend  to  P; 
and 

(d)  In  addition  to  the  transactions  de¬ 
scribed  above,  T  had  other  taxable  Income 
of  $6,000. 

(ii)  The  carryover  of  T’s  1965  net  operat¬ 
ing  loss  to  1966  is  subject  to  the  limitation 
contained  in  this  paragraph,  since  1965  was 
a  separate  return  limitation  year  (an  election 
under  section  1562  eras  effective  for  such 
year).  Thus,  only  $7,000  of  T's  $10,000  net 
operating  loss  is  a  consolidated  net  operating 
loss  carryover  to  1966,  since  such  carryover 
is  limited  to  conscdidated  taxable  Income 
(computed  without  regard  to  the  consoli¬ 
dated  net  operating  loss  deduction) ,  $30,000, 
minus  such  consolidated  taxable  Income  re- 
cmnputed  by  excluding  the  items  of  income 
and  deduction  of  T,  $23,0(X)  (l.e.,  consolidated 
taxable  Income  computed  without  regard  to 
the  $1,000  restoration  of  T's  deferred  gain 
and  Ts  $6,(X)0  of  other  income).  In  making 
such  recomputation,  no  change  is  made  in 
the  effect  on  consolidated  taxable  income 
of  P’s  sale  to  T,  or  of  the  dividend  from 
TtoP. 

Example  (2).  (1)  Corporation  P  was 

formed  on  January  1,  1966.  P  filed  separate 
returns  for  the  calendar  years  1966  and  1967 
reflecting  net  operating  losses  of  $4,000  and 
$12,000,  respectively.  P  piuchased  corpora¬ 
tion  S  on  March  15.  1967.  S  was  formed  on 
February  1,  1966,  and  filed  a  separate  return 
for  the  taxable  year  ending  January  31,  1967. 
8  also  filed  a  short  period  return  for  the 
period  from  February  1  to  December  31,  1967, 
and  Joined  with  P  in  filing  a  consolidated  re¬ 
turn  for  1968.  S  sustained  net  operating 
losses  of  $5,000  and  $6,000  for  its  taxable  years 
ending  January  31,  1967,  and  December  31. 
1967,  respectively.  An  election  under  section 
1562  was  not  effective  for  P  and  S  during  the 
'  period  involved.  Consolidated  taxable  in¬ 
come  for  1968  (computed  without  regard  to 
the  consolidated  net  operating  loss  deduc¬ 
tion)  was  $16,0<X>;  such  consolidated  taxable 
Income  recomputed  by  disregarding  the  items 
of  Income  and  deduction  of  S  was  $9,000. 

(li)  In  order  of  time,  the  following  losses 
are  absorbed  in  1968: 

(a)  P’s  $4,000  net  operating  loss  for  the 
calendar  year  1966  (such  loss  Is  not  subject 
to  the  limitation  contained  in  this  para¬ 
graph  since  P  is  the  common  parent  corpora¬ 
tion  for  1968) ; 

(b)  S’s  $5,000  net  operating  loss  for  the 
year  ended  January  31.  1967.  Such  loss  is 
subject  to  the  limitation  contained  in  this 
paragraph,  since  S  was  not  a  member  of  the 
group  on  each  day  of  such  year.  However, 
such  loss  can  be  carried  over  and  absorbed 
in  full  since  such  limitation  is  $7,000  (con¬ 
solidated  taxable  Income  computed  without 
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regard  to  the  consolidated  net  operating  loss 
deduction,  $16,000,  minus  such  consolidated 
taxable  Income  recomputed,  $9,000);  and 
(c)  $6,000  of  P’s  net  operating  loss  and 
$1,(K)0  of  S’s  net  operating  loss  for  the  tax¬ 
able  years  ending  December  31,  1967.  This 
is  determined  by  applying  the  losses  from 
such  year  which  can  be  carried  to  1968  (P’s 
$12,0<X>  loss  and  $2,000  of  S’s  $6,000  loss,  since 
such  $6,000  loss  is  limited  under  this  para¬ 
graph)  on  a  pro  rata  basis  against  the 
amount  of  such  losses  which  can  be  absorbed 
in  that  year,  $7,000  (consolidated  taxable 
income  of  $16,000  less  the  $9,000  of  losses 
absorbed  from  prior  years).  The  carryover 
of  S’s  loss  to  1968  is  subject  to  the  limitation 
contained  in  that  paragraph,  since  S  was  not 
a  member  of  the  group  on  each  day  of  its 
taxable  year  ending  December  31, 1967.  Such 
loss  is  limited  to  $2,000,  the  excess  of  $7,000 
(as  determined  under  (il)(b))  over  $5,000 
(S’s  carryover  from  the  year  ended  January 
31,  1967).  If  a  consolidated  return  is  filed 
in  1969,  the  consolidated  net  operating  loss 
carryovers  will  consist  of  P’s  unabsorbed  loss 
of  $6,000  ($12,000  mln\u  $6,000)  from  1967 
and,  subject  to  the  limitation  contained  in 
this  paragraph,  S’s  unabsorbed  loss  of  $5,000 
($6,000  minus  $1,000)  from  its  year  ended 
December  31,  1967. 

(d)  Limitation  on  carryovers  where 
there  has  been  a  consolidated  return 
change  of  ownership — (1)  General  rule. 
If  a  consolidated  return  change  of  own¬ 
ership  (as  defined  in  paragraph  (g)  of 
§  1.1502-1)  occurs  during  the  taxable 
year  or  an  earlier  taxable  year,  the 
amount  which  may  be  included  under 
paragraph  (b)  of  this  section  in  the  con¬ 
solidated  net  operating  loss  carryovers  to 
the  taxable  year  with  respect  to  the  ag¬ 
gregate  of  the  net  operating  losses  attrib¬ 
utable  to  old  members  of  the  group 
(as  defined  in  paragraph  (g)  (3)  of 
§  1.1502-1)  arising  in  taxable  years  (con¬ 
solidated  or  separate)  ending  on  the 
same  day  and  before  the  taxable  year  in 
which  the  consolidated  return  change  of 
ownership  occurred  shall  not  exceed  the 
amount  determined  imder  subparagraph 
(2)  of  this  paragraph. 

(2)  Computation  of  limitation.  The 
amount  referred  to  in  subparagraph  (1) 
of  this  paragraph  shall  be  the  excess  of — 

(i)  The  consolidated  taxable  income 
for  the  taxable  year  (determined  with¬ 
out  regard  to  the  consolidated  net  operat¬ 
ing  loss  deduction)  recomputed  by  in¬ 
cluding  only  the  items  of  income  and  de¬ 
duction  of  the  old  members  of  the  group, 
over 

(ii)  The  sum  of  the  net  operating 
losses  attributable  to  the  old  members  of 
the  group  which  may  be  carried  to  the 
taxable  year  arising  in  taxable  years  end¬ 
ing  prior  to  the  particular  loss  year  or 
years. 

(3)  Example.  The  provisions  of  this 
paragraph  may  be  illustrated  by  the  fol¬ 
lowing  example: 

Example,  (i)  Corporation  P  Is  formed  on 
January  1, 1967,  and  on  the  same  day  It  forms 
corporation  S.  P  and  S  file  a  consolidated  re¬ 
turn  for  the  calendar  year  1967,  refiecting  a 
consolidated  net  operating  loss  of  $500,000. 
The  shareholders  of  N,  a  profitable  corpora¬ 
tion,  negotiate  for  the  acquisition  of  P. 
Such  acquisition  Is  accomplished  on  January 
1,  1968,  by  the  means  of  a  reorganization 
qualifying  under  section  868(a)(1)(B)  in 
which  P  Issues  additional  voting  stoc^  to  the 
shareholders  of  N  in  exchange  for  100  per¬ 
cent  of  the  outstanding  stock  of  N.  Im¬ 
mediately  after  the  reorganization,  the  old 
shareholders  of  N  own  90  percent  of  the  fair 


market  value  of  the  outstanding  stock  of  P. 

P,  S,  and  N  file  a  consolidated  return  for  1968 
reflecting  consolidated  taxable  Income  of 
$3,000,000  (computed  without  regard  to  the 
consolidated  net  operating  loss  deduction). 
Such  consoUdated  taxable  Income  recom¬ 
puted  by  including  only  the  Items  of  In¬ 
come  and  deduction  of  P  und  S  Is  $350,000. 

(U)  Since  a  consolidated  return  change 
of  ownership  of  P  took  place  in  1968  (there 
was  more  than  a  50  percent  change  of  owner¬ 
ship),  the  amount  of  the  consolidated  net 
operating  loss  from  1967  which  can  be  car¬ 
ried  over  to  1968  la  limited  to  $350,000  (the 
excess  of  $360,000,  consoUdated  taxable  in¬ 
come  recomputed  by  including  only  the 
items  of  Income  and  deduction  of  the  old 
members  of  the  group,  P  and  S,  over  zero, 
the  amount  of  the  consolidated  net  operat¬ 
ing  loss  carryovers  attributable  to  the  old 
members  of  the  group  arising  in  taxable 
years  ending  before  1967). 

(e)  Limitations  on  net  operating  loss 
carryovers  under  section  382 — (1)  Sec¬ 
tion  382(a).  (i)  If  at  the  end  of  a  tax¬ 
able  year  (consolidated  or  separate)  there 
has  been  an  increase  in  ownership  of  the 
stock  of  the  common  parent  of  a  group 
(within  the  meaning  of  section  382(a)  (1) 
(A)  and  (B)),  and  any  member  of  the 
group  has  not  continued  to  carry  on  a 
trade  or  business  substantially  the  same 
as  that  conducted  before  any  such  in¬ 
crease  (within  the  meaning  of  section 
382(a)(1)(C)),  then  the  portion  of  any 
(xmsolidated  net  operating  loss  sustained 
in  prior  taxable  years  attributable  to 
such  member  (as  determined  under 
paragraph  (a)  (4)  of  §  1.1502-79)  shall 
not  be  allowed  as  a  carryover  to  su(di 
taxable  year  or  to  any  subsequent  taxable 
year. 

(ii)  If  tile  provisions  of  section  382(a) 
disallow  the  deduction  of  a  net  operating 
loss  carryover  from  a  separate  return 
year  of  a  member  of  the  group  to  a  sub¬ 
sequent  taxable  year,  no  amount  shall  be 
Included  imder  paragraph  (b)  of  this 
section  as  a  consolidated  net  operating 
loss  carryover  to  such  a  subsequent  con¬ 
solidated  return  year  with  respect  to 
such  separate  return  year  of  such  mem¬ 
ber. 

(iii)  The  provisions  of  this  subpara¬ 
graph  may  be  illustrated  by  the  follow¬ 
ing  example: 

Example.  P,  8,  and  T  file  a  consolidated 
return  for  tbe  calendar  year  1969,  reflecting 
a  consolidated  net  operating  loss  attributable 
In  part  to  each  member.  P  owns  80  percent 
of  S’s  stock  and  8  owns  80  percent  of  T’s 
stock.  On  January  1,  1970,  A  pinxbases  50 
percent  of  P’s  stock.  During  1970  T’s  busi¬ 
ness  Is  discontinued.  Since  there  has  been 
a  50  percentage  point  Increase  in  ownership 
of  P.  the  common  parent  of  the  group,  and 
since  T  has  not  continued  to  carry  on  the 
same  trade  or  business  after  such  increase, 
the  portion  of  the  1969  consolidated  net  op¬ 
erating  loss  attributable  to  T  shaU  not  be 
Included  in  any  net  operating  loss  deduction 
for  1970  or  for  any  subsequent  taxable  years, 
whether  consolidated  or  separate. 

(2)  Section  382(b).  If  a  net  operat¬ 
ing  loss  carryover  from  a  separate  return 
year  of  a  pr^ecessor  of  a  member  of  the 
group  to  the  taxable  year  is  reduced  un¬ 
der  ^e  provisions  of  section  382(b).  the 
amount  included  under  paragraph  (b) 
of  this  section  with  respect  to  such  pred¬ 
ecessor  shall  be  so  reduced. 

(f)  Consolidated  net  operating  loss. 
The  consolidated  net  operating  loss  shall 
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be  determined  by  taking  into  account  the 
following; 

(1)  The  separate  taxable  income  (as 
determined  under  §  1.1502-12)  of  each 
member  of  the  group,  computed  without 
regard  to  any  deduction  under  section 
242; 

(2)  Any  consolidated  net  capital  gain; 

(3)  Any  consolidated  section  1231  net 
loss; 

(4)  Any  consolidated  charitable  con¬ 
tributions  deduction ; 

(5)  Any  consolidated  dividends  re¬ 
ceived  deduction  (determined  under 
§  1.1502-26  without  regard  to  paragraph 
(a)  (2)  of  that  section) ;  and 

(6)  Any  consolidated  section  247  de¬ 
duction  (determined  under  S  1.1502-27 
without  regard  to  paragraph  (a)(l)(ii) 
of  that  section) . 

§  1.1502—22  Consolidated  net  rapital 
gain  or  loss. 

(a)  Computation — (1)  Consolidated 
net  capital  gain.  The  consolidated  net 
capital  gain  for  the  taxable  year  shall 
be  determined  by  taking  into  account — 

(1)  The  aggregate  of  the  capital  gains 
and  losses  (determined  without  regard 
to  gains  or  losses  to  which  section  1231 
applies  or  net  capital  loss  carryovers) 
of  the  members  of  the  group  for  the  con¬ 
solidated  return  year. 

(il)  The  consolidated  section  1231  net 
gain  for  such  year  (computed  in  accord¬ 
ance  with  S  1.1502-23).  and 
(iii)  The  consolidate  net  capital  loss 
carryovers  to  such  year  (as  determine 
under  paragrs^ih  (b)  of  this  section) . 

(2)  Consolidated  net  capital  loss.  The 
consolidate  net  capital  loss  shall  be  de¬ 
termine  imder  subparagraph  (1)  of  this 
paragraph  but  without  regard  to  sub¬ 
division  (iii)  thereof. 

(3)  Special  rules.  For  purposes  of  this 
section,  capital  gains  and  losses  on  In- 
tercxunpany  transactions  and  transac¬ 
tions  with  respect  to  stock,  bonds,  and 
other  obligations  of  a  member  of  the 
group  shall  be  reflecte  as  provide  in 
§§  1.1502-13  and  1.1502-14,  and  ci^ital 
losses  shall  be  limite  as  provide  in 
§  1.1502-15. 

(4)  Cross  reference.  For  the  treat¬ 
ment  of  capital  losses  arising  under  sec¬ 
tion  832(c)  (5)  (relating  to  capital  losses 
of  insurance  companies  subject  to  tax 
under  section  831),  see  §  1.1502-57.  For 
the  treatment  of  gains  and  losses  arising 
under  section  582(c)  (relating  to  bond, 
etc.,  losses  of  banks) ,  see  §  1.1502-66. 

<5)  Example.  The  provisions  of  this 
paragraph  may  be  illustrated  by  the  fol¬ 
lowing  example: 

Example.  (1)  CkMpOTations  P.  S,  and  T 
file  consolidated  returns  on  a  calendar  year 
basis  for  1966  and  1967.  The  members  bad 
the  foUowing  transactions  Invcriving  capital 
assets  during  1967:  P  sold  an  asset  with  a 
$10,000  basis  to  S  for  $17,000  and  none  of  the 
circumstances  of  restoration  described  in 
paragraph  (d).  (e).  or  (f)  of  1 1.1502-13  oc¬ 
curred  by  the  end  of  the  consolidated  return 
year;  S  sold  an  asset  to  individual  A  tar 
$7,000  which  S  had  purchased  during  1966 
from  P  for  $10,000,  and  with  respect  to 
which  P  bad  defored  a  gain  of  $2,000;  T  sold 
an  asset  with  a  basis  of  $10,000  to  individual 
B  for  $25,000.  The  group  has  a  c<ms<^<lated 
net  capital  loss  carryover  to  the  taxable  year 
of  $10,000. 


(11)  The  consolidated  net  capital  gain  of 
the  group  is  $4,000,  determined  as  fcdlows:  P’s 
net  capital  gain  of  $2,000,  representing  the 
deferred  gain  on  the  sale  to  S  during  the  tax¬ 
able  year  1966,  restored  into  income  during 
taxable  year  1967  (the  $7,000  gain  on  P’s  de¬ 
ferred  intercompany  transaction  is  not  taken 
into  account  for  the  current  year) ,  plus  ’T’s 
net  capital  gain  of  $15,000,  mlntis  S’s  net 
capital  loss  of  $3,000  and  the  consolidated 
net  capital  loss  carryover  of  $10,000. 

(b)  Consolidated  net  capital  loss  car¬ 
ryovers — (1)  In  general.  The  consoli¬ 
dated  net  capital  loss  carryovers  to  the 
taxable  year  shall  consist  of  any  consoli¬ 
dated  net  capital  losses  of  the  group,  plus 
any  net  capital  losses  of  members  of  the 
group  arising  in  separate  return  years  of 
such  members,  which  may  be  carried  to 
the  taxable  year  under  the  principles  of 
section  1212(a).  However,  such  consoli¬ 
dated  carryovers  shall  not  include  any 
consolidated  net  capital  loss  apportioned 
to  a  corporation  for  a  separate  return 
year  pursuant  to  paragraph  (b)  of 
§  1.1502-79  and  shall  be  subject  to  the 
limitations  contained  in  paragraphs  (c) 
and  (d)  of  this  section.  For  purposes  of 
section  1212(a)(1),  the  portion  of  any 
consolidated  net  capital  loss  for  any  tax¬ 
able  year  attributable  to  a  foreign  ex¬ 
propriation  capital  loss  is  the  amount 
of  the  foreign  expropriation  capital  losses 
of  all  the  members  for  such  year  (but 
not  in  excess  of  the  consolidated  net  capi¬ 
tal  loss  for  such  year) . 

(2)  Absorption  rules.  For  purposes  of 
determining  the  amount,  if  any,  of  a  net 
capital  loss  (whether  consolidate  or  sep¬ 
arate)  which  can  be  carried  to  a  tax¬ 
able  year  (consolidated  or  separate) .  the 
amount  of  such  net  capital  loss  which  is 
absorbed  in  a  prior  consolidated  return 
year  under  section  1212(a)(1)  shall  be 
determined  by — 

(1)  Applying  all  net  capital  losses 
which  can  be  carried  to  such  prior  year 
in  the  order  of  the  taxable  years  in  which 
such  losses  were  sustained,  beginning 
with  the  taxable  year  which  ends  earliest, 
and 

(ii>  Applying  all  such  losses  which  can 
be  carried  to  such  prior  year  from  taxable 
years  ending  on  the  same  date  on  a  pro¬ 
rata  basis,  except  that  any  portion  of  a 
net  capital  loss  attributable  to  a  foreign 
expropriation  coital  loss  to  which  sec¬ 
tion  1212(a)(1)(B)  applies  shall  be  ap¬ 
plied  last. 

(c)  Limitation  on  net  capital  loss 
carryovers  from  separate  return  years — 
(1)  General  rule.  In  the  case  of  a  net 
capital  loss  of  a  member  of  the  group 
arising  in  a  separate  return  limitation 
year  (as  defined  in  paragraph  (f)  of 
§  1.1502-1)  of  such  member  (and  in  a 
separate  return  limitation  year  of  any 
predecessor  of  such  member) ,  the 
amount  that  may  be  included  under  par¬ 
agraph  (b)  of  this  section  (computed 
without  regard  to  the  limitation  con¬ 
tained  in  paragraph  (d)  of  this  section) 
shall  not  exceed  the  amount  determined 
under  subparagraph  (2)  of  this  para¬ 
graph. 

(2)  Computation  of  limitation.  The 
amount  referred  to  in  subparagraph  (1) 
of  this  paragrai^  with  respect  to  a  mem¬ 
ber  of  the  group  is  the  excess,  if  any, 
of — 


(i)  The  consolidated  net  capital  gain 
for  the  taxable  year  (computed  without 
regard  to  any  net  capital  loss  carry¬ 
overs)  ,  minus  such  consolidated  net 
capital  gain  for  the  taxable  year  recom¬ 
puted  by  excluding  the  capital  gains  and 
losses  and  the  gains  and  losses  to  which 
section  1231  applies  of  such  member, 
over 

(ii)  The  net  capital  losses  attributable 
to  such  member  which  can  be  carried  to 
the  taxable  year  arising  in  taxable  years 
ending  prior  to  the  particular  separate 
return  limitation  year. 

(d)  Limitation  on  capital  loss  carry¬ 
overs  where  there  has  been  a  consolidated 
return  change  of  ownership — (1)  Gen¬ 
eral  rule.  If  a  consolidated  return 
change  of  ownership  (as  defined  in  para¬ 
graph  (g)  of  §  1.1502-1)  occiu's  during 
the  taxable  year  or  an  earlier  taxable 
year,  the  amount  which  may  be  included 
under  paragraph  (b)  of  this  section  in 
the  consolidated  net  capital  loss  carry¬ 
overs  to  the  taxable  year  writh  respect  to 
the  aggregate  of  the  net  capital  losses 
attributable  to  old  members  of  the  group 
(as  defined  in  paragraph  (g)  (3)  of 
§  1.1502-1)  arising  in  taxable  years  (con¬ 
solidated  or  separate)  ending  on  the 
same  day  and  before  the  taxable  year  in 
which  the  consolidated  return  change 
of  ownership  occurred  shall  not  exceed 
the  amoimt  determined  imder  subpara¬ 
graph  (2)  of  this  paragraph. 

(2)  Computation  of  limitation.  The 
amount  referred  to  in  subparagraph  (1) 
of  this  paragraph  shall  be  the  excess 
of — 

(i)  The  consolidated  net  capital  gain 
(determined  wdthout  regard  to  any  net 
capital  loss  carryovers  for  the  taxable 
year)  recomputed  by  including  only 
capital  gains  and  los^s  and  gains  and 
losses  to  which  section  1231  aiH>lies  of 
the  old  members  of  the  group,  over 

(ii)  The  aggregate  net  capital  losses 
attributable  to  the  old  members  of  the 
group  which  may  be  carried  to  the  tax¬ 
able  year  arising  in  taxable  years  end¬ 
ing  prior  to  the  particular  loss  year  or 
years. 

§  1.1502—23  Consolidated  section  1231 
net  gain  or  loss. 

The  consolidated  section  1231  net  gain 
or  loss  for  the  taxable  year  shall  be  de¬ 
termined  by  taking  into  account  the  ag¬ 
gregate  of  the  gains  and  losses  to  which 
section  1231  applies  of  the  members  of 
the  group  for  the  consolidated  return 
year.  Section  1231  gains  and  losses  on 
intercompany  transactions  shall  be  re- 
fiected  Eis  provided  in  §  1.1502-13.  Sec¬ 
tion  1231  losses  shall  be  limited  as  pro¬ 
vided  in  §  1.1502-15. 

§  1.1502—24  Consolidated  charitable 
contributions  deduction. 

(a)  Determination  of  amount  of  con¬ 
solidated  charitable  contributions  deduc¬ 
tion.  The  deduction  allowed  by  section 
170  for  the  taxable  year  shall  be  the 
lesser  of — 

(1)  'The  aggregate  deductions  of  the 
members  of  the  group  allowable  under 
section  170  (determined  without  regard 
to  section  170(b)(2)).  plus  the  consoli¬ 
dated  charitable  contribution  carryovers 
to  such  year,  or 
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(2)  F^ve  percent  of  the  adjusted  con- 
lolldated  taxable  income  as  determined 
under  paragraph  (c)  of  this  section. 

(b)  Carryover  of  excess  charitable 
contributions.  The  consolidated  chari¬ 
table  contribution  carryovers  to  any 
consolidated  return  year  shall  consist  of 
any  excess  consolidated  charitable  con¬ 
tributions  of  the  group,  plus  any  excess 
charitable  contributions  of  members  of 
the  group  arising  in  separate  return 
years  of  such  members,  which  may  be 
carried  over  to  the  taxable  year  under 
the  principles  of  section  170(b)  (2)  and 

(3).  However,  such  consolidated  carry¬ 
overs  shall  not  include  any  excess  chari¬ 
table  contributions  apportioned  to  a  cor¬ 
poration  for  a  separate  return  year  pur¬ 
suant  to  paragraph  (e)  of  §  1.1S02-79. 

(c)  Adjusted  consolidated  taxable  in¬ 
come.  For  purposes  of  this  section,  the 
adjusted  consolidated  taxable  Income  of 
the  group  for  any  consolidated  return 
year  shall  be  the  consolidated  taxable  in¬ 
come  computed  without  regard  to  this 
section,  section  242,  S  1.1502-25,  S  1.1502- 
26,  and  S  1.1502-27,  and  without  regard 
to  any  consolidated  net  operating  loss 
carrybacks  to  such  year. 

S  1.1502—25  Consolidated  section  922 
deduction. 

(a)  In  general.  The  consolidated  sec¬ 
tion  922  deduction  for  the  taxable  year 
shall  be  determined  by  multiplying  the 
fraction  specified  in  section  922(2)  by 
the  aggregate  of  the  taxable  income  (or 
loss),  as  determined  under  paragraph 
(c)  of  this  section,  of  those  members  of 
the  group  which  are  Western  Hemi¬ 
sphere  trade  corporations  for  such  year. 

(b)  Definition  of  Western  Hemisphere 
trade  corporation.  In  determining 
whether  a  member  is  a  Western  Hemi¬ 
sphere  trade  corporation,  the  definition 
contained  in  section  921  shall  be  ap¬ 
plied  to  such  member  separately.  For 
purposes  of  applying  the  gross  income 
tests  of  section  921  to  such  member,  the 
gross  income  of  such  member  for  a  con¬ 
solidated  return  year  shall  be  deter¬ 
mined  as  if  such  member  had  filed  a 
separate  return,  except  that — 

(1)  Gains  and  losses  on  intercompany 
transactions  shall  be  reflected  in  gross 
income  in  the  manner  provided  by 
§1.1502-13; 

(2)  Gains  and  losses  on  transactions 
with  respect  to  stock,  bonds,  or  other  ob¬ 
ligations  of  members  of  the  group  shall 
be  reflected  in  gross  income  in  the  man¬ 
ner  provided  by  S  1.1502-14;  and 

(3)  The  adjustments  prescribed  by 
§  1.1502-18  (relating  to  inventory  adjust¬ 
ments)  shall  be  made. 

(c)  Computation  of  taxable  income  of 
Western  Hemisphere  trade  corporations. 
For  purposes  of  paragraph  (a)  of  this 
section,  the  taxable  income  (or  loss)  of 
a  member  which  is  a  Western  Hemi¬ 
sphere  trade  corporation  shall  be  deter¬ 
mined  under  §  1.1502-12,  adjusted  for 
the  following  items  taken  into  account  in 
the  computation  of  consolidated  taxable 
income: 

(1)  The  portion  of  the  consolidated 
net  operating  loss  deduction,  the  consoli¬ 
dated  charitable  contributions  deduc¬ 
tion.  and  the  consolidated  dividends  re¬ 
ceived  deduction,  attributable  to  such 
member; 


(2)  Such  member’s  net  capital  gain 
(determined  without  regard  to  any  net 
capital  loss  carryover  attributable  to 
such  member) ; 

(3)  Such  member’s  net  capital  loss 
and  section  1231  net  loss,  reduced  by  the 
portion  of  the  consolidated  net  capital 
loss  attributable  to  such  member;  and 

(4)  ’The  portion  of  any  consolidated 
net  capital  loss  carryover  attributable  to 
such  member  which  is  absorbed  in  the 
taxable  year. 

§  1.1502-26  Clonsolidated  dividends  re¬ 
ceived  deduction. 

(a)  In  general.  ’The  consolidated 
dividends  received  deduction  for  the  tax¬ 
able  year  shall  be  the  lesser  of — 

(1)  The  aggregate  of  the  deductions 
of  the  members  of  the  group  allowable 
under  sections  243(a)(1),  244(a)  and 
245  (computed  without  regard  to  the 
limitation  provided  in  section  246(b)), 
or 

(2)  85  percent  of  the  consolidated 
taxable  income  computed  without  regard 
to  the  consolidated  net  operating  loss 
deduction,  consolidated  section  247 
deduction,  and  the  consolidated  divi¬ 
dends  rec^ved  deduction. 

Subparagraph  (2)  of  this  paragraph 
shall  not  apply  for  any  consolidated  re¬ 
turn  year  for  which  there  is  a  consoli¬ 
dated  net  operating  loss.  (See  para¬ 
graph  (f)  of  9  1.1502-21  for  the  defini¬ 
tion  of  a  consolidated  net  operating 
loss.) 

(b)  Intercompany  dividends.  The 
amount  determined  under  paragraph  (a) 
of  this  section  shall  be  determined  with¬ 
out  regard  to  dividends  received  from 
other  members  of  the  group  during  a 
consolidated  return  year.  (See  para¬ 
graph  (a)  (1)  of  9  1.1502-14  for  rules  re¬ 
lating  to  intercompany  dividends.) 

(c)  Examples.  The  provisions  of  this 
section  may  be  illustrated  by  the  follow¬ 
ing  examples: 

Example  (ly.  Corporations  P,  S,  and  S-1 
filed  a  consolidated  return  tor  the  calendar 
year  1966  showing  consolidated  taxable  In¬ 
come  of  $100,000  (determined  without  regard 
to  the  consolidated  net  operating  lose  deduc¬ 
tion,  consolidated  dividends  received  deduc¬ 
tion,  and  the  consolidated  section  247  deduc¬ 
tion)  .  Such  corporations  received  dividends 
during  such  year  from  nonmember  domestic 
corporations  as  foUows: 

Corporation  Dividends 

P - $6,000 

S - 10.000 

&-1— - 34.000 


'  Total _  60, 000 

The  dividends  received  deduction  allowable 
to  each  member  under  section  243(a)(1) 
(computed  without  regard  to  the  limitation 
in  section  246(b) )  Is  as  follows:  P  has  $6,100 
(86  percent  of  $6,000),  S  has  $8,600  (  85  per¬ 
cent  of  $10,000),  and  S-1  has  $28,900  (86  per¬ 
cent  of  $34,000).  or  a  total  of  $42,500.  Since 
$42,500  is  less  than  $85,000  (85  percent  of 
$100,(X)0).  the  consolidated  dividends  re¬ 
ceived  deduction  Is  $42,500. 

Example  (2).  Assume  the  same  facts  as 
in  example  (1)  except  that  consolidated  tax¬ 
able  income  (computed  without  regard  to  the 
consolidated  net  operating  loss  deduction, 
consolidated  dividends  received  deduction, 
and  the  consolidated  section  247  deduction) 
was  $40,000.  The  aggregate  of  the  dividends 
received  deductions,  $42,600,  computed  with¬ 
out  regard  to  section  246(b),  results  in  a 


consolidated  net  operating  loss  of  $2,500. 
See  section  172(d)  (6) .  Therefore,  paragraph 
(a)  (2)  of  this  section  does  not  apply  and 
the  consolidated  dividends  received  deduc¬ 
tion  is  $42,500. 

§  1.1502—27  Consolidated  section  247 
deduction.  ' 

(a)  Amount  of  deduction.  The  con¬ 
solidated  section  247  deduction  for  the 
taxable  year  shall  be  an  amoimt  com¬ 
puted  as  follows: 

(1)  First,  determine  the  amount 
which  is  the  lesser  of — 

(1)  The  aggregate  of  the  dividends 
paid  (within  the  meaning  of  section 
247(a) )  during  such  year  by  members  of 
the  group  which  are  public  utilities 
(within  the  meaning  of  section  247(b) 
(1))  on  preferred  stock  (within  the 
meaning  of  section  247(b)(2)),  other 
than  dividends  paid  to  other  members 
of  the  group,  or 

(li)  The  aggregate  of  the  taxable  in¬ 
come  (or  loss)  (as  determined  under 
paragraph  (b)  of  this  section)  of  each 
such  member  which  is  a  public  utility. 

(2)  ’Then,  multiply  the  amount  de¬ 
termined  under  subparagraph  (1)  of  this 
paragraph  by  the  fraction  specified  in 
section  247(a)  (2). 

(b)  Computation  of  taxable  income. 
For  purposes  of  paragraph  (a)  (1)  (ii)  of 
this  section,  the  taxable  income  (or  loss) 
of  a  member  of  the  group  described  in 
paragraph  (a)  (1)  (i)  shall  be  determined 
imder  9  1.1502-12,  adjusted  for  the  fol¬ 
lowing  items  taken  into  account  in  the 
computation  of  consolidated  taxable  in¬ 
come: 

(1)  ’The  portion  of  the  consolidated 
net  operating  loss  deduction,  the  consoli¬ 
dated  charitable  contributions  deduc¬ 
tion,  and  the  consolidated  dividends  re¬ 
ceived  deduction,  attributable  to  such 
member; 

(2)  Such  member’s  net  capital  gain 
(determined  without  regard  to  any  net 
capital  loss  carryover  attributable  to 
such  member) ; 

(3)  Such  member’s  net  capital  loss 
and  section  1231  net  loss,  reduced  by  the 
portion  of  the  consolidated  net  capital 
loss  attributable  to  such  member;  and 

(4)  The  portion  of  any  consolidated 
net  capital  loss  carryover  attributable  to 
such  member  which  is  absorbed  in  the 
taxable  3^ar. 

§§  1.1502-28  to  1.1502-30  [Reserved] 

Basis,  Stock  Ownership,  and  Earnings 
AND  Profits  Rules 

§  1.1502—31  Basie  of  property. 

(a)  Deferred  intercompany  transac¬ 
tions.  ’The  basis  of  property  acquired  by 
a  purchasing  member  in  a  deferred  inter¬ 
company  transaction  shall  be  determined 
in  accordance  with  the  provisions  of 
section  1012.  Thus,  if,  in  a  deferred  in¬ 
tercompany  transaction,  S  sells  prop¬ 
erty  with  an  adjusted  basis  of  $80  to  P 
for  $100,  the  basis  of  such  property  in 
the  hands  of  P  shall  be  $100  even  though, 
imder  9  1.1502-13,  S  defers  its  $20  gain 
on  the  sale. 

(b)  Basts  after  liquidation  or  inter¬ 
company  distribution  with  respect  to 
stock — (1)  Dividends  in  kind.  The  basis 
of  property  received  in  a  dividend  dis¬ 
tribution  from  one  member  of  the  group 
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to  another  member  during  a  consoli¬ 
dated  return  year  shall  be  determined  as 
if  separate  returns  were  filed. 

(2)  Section  301  distributions  out  of 
other  than  earnings  and  profits.  In  the 
case  of  a  distribution  of  property  (from 
one  member  of  the  group  to  another 
member  during  a  consolidated  return 
year)  to  which  section  301  applies  which 
is  not  a  dividend,  the  aggregate  basis  of 
the  property  (other  than  cash)  received 
(determined  in  accordance  with  the  rules 
of  section  301(d))  shall  be  reduced  by 
the  excess  of  (i)  the  amoimt  distributed 
(computed  under  section  301(b))  other 
than  in  cash,  over  (ii)  the  portion  of 
such  amount  which  is  applied  against 
basis  under  paragraph  (a)(2)(i)(b)  of 
■§  1.1502-14.  Such  reduced  aggregate  ba¬ 
sis  shall  be  apportioned  among  all  of 
the  properties  received  in  the  distribu¬ 
tion  on  a  pro  rata  basis,  in  proportion  to 
the  amount  of  the  distribution  attributa¬ 
ble  to  each.  For  examples  illustrating 
the  provisions  of  this  subt>aragraph,  see 
paragraph  (a)  (2)  (ii)  of  §  1.1502-14. 

(3)  Complete  liquidations,  (i)  Where 
property  is  acquired  in  a  complete  liqui¬ 
dation  to  which  paragraph  (b)  of  §  1.- 
1502-14  applies,  except  a  liquidation  to 
which  section  332  is  applic{d>le,  the  ag¬ 
gregate  basis  of  all  such  property  shall 
be  the  same  as  the  adjusted  basis  of 
the  stock  exchanged  therefor  (adjusted 
in  accordance  with  the  rules  prescribed 
in  paragraph  (a)  of  §  1.1502-32) ,  in¬ 
creased  by  the  amount  of  any  liabilities 
of  the  distributing  corporation  assumed 
by  the  distributee  or  to  which  the  prop¬ 
erty  acquired  is  subject,  and  reduced  by 
the  amount  of  cash  received  in  the  dis¬ 
tribution.  Such  aggr^ate  basis  shall 
be  allocated  among  the  various  assets 
received  (except  cash)  in  proportion  to 
the  fair  market  values  of  such  assets  on 
the  date  received. 

(ii)  Where  property  is  acquired  upon 
a  liquidation  to  which  section  332  is  ap¬ 
plicable,  the  basis  of  such  property  shall 
be  determined  under  section  334(b)  (1) 
or  (2),  whichever  is  appli(uible. 

(4)  Partial  liquidations  and  redemp¬ 
tions.  (i)  Where  property  is  acquired 
in  a  partial  liquidation  or  redemption  to 
which  paragraph  (b)  of  §  1.1502-14  ap¬ 
plies,  the  aggregate  basis  of  all  such 
property  shall  be  the  same  as  the  ad¬ 
justed  basis  of  the  stock  exchanged  there¬ 
for  increased  by  the  amount  of  any 
liabilities  of  the  distributing  corporation 
assumed  by  the  distributee  or  to  which 
the  property  acquired  is  subject,  and 
reduced  by  the  amoimt  of  cash  received 
in  the  distribution.  Such  aggregate  basis 
shall  be  allocated  among  the  various  as¬ 
sets  received  (except  cash)  in  proportion 
to  the  fair  market  values  of  such  assets 
on  the  date  received. . 

(ii)  Where  stock  is  exchanged  for 
property  in  a  transaction  described  in 
subdivision  (i)  of  Uiis  subparagraph,  the 
aggregate  adjusted  basis  of  the  remain¬ 
ing  stock  held  by  the  distributee  shall  be 
the  aggregate  adjusted  basis  of  all  the 
stock  of  the  distributing  member  held 
by  the  distributee  immediately  before  the 
distribution,  reduced  (but  not  below  zero) 
by  the  sum  of — 

.  (a)  The  adjusted  basis  of  the  stock 
exchanged,  and 


(b)  The  excess,  if  any,  of  cash  dis¬ 
tributed  over  the  sum  of  such  adjusted 
basis  and  any  liabilities  assumed  by  the 
distributee  or  to  which  the  property  re¬ 
ceived  is  subject. 

The  aggregate  adjusted  bases  of  the 
bonds  and  other  obligations  of  the  dis¬ 
tributing  corporation  held  by  the  distrib¬ 
utee  shall  be  reduced  (but  not  below  zero) 
by  the  excess  of  the  amount  of  cash  dis¬ 
tributed  over  the  sum  of  the  aggregate 
adjusted  basis  of  all  the  stock  of  the  dis¬ 
tributing  member  held  by  the  distributee 
immediately  before  the  distribution  and 
any  liabilities  assumed  by  the  distributee 
or  to  which  the  property  received  is  sub¬ 
ject.  Such  reduced  aggregate  basis  shall 
be  apportioned  to  the  remaining  shares 
of  stock  (or  the  remaining  bonds  and 
other  obligations)  held  by  the  distributee 
in  proportion  to  their  adjusted  bases  im¬ 
mediately  before  the  distribution. 

§  1.1502—32  Reduction  of  basis  on  sale 
or  other  disposition  of  stock  and  ob¬ 
ligations  of  members  of  a  group. 

(a)  Basis  reduction — (1)  General  rule. 
In  the  case  of  a  sale  or  other  disposition 
las  defined  in  paragraph  (b)  of  this  sec¬ 
tion)  by  a  member  of  the  group  of  any 
share  of  stock  or  any  bond  or  other 
obligation  issued  or  incurred  by  an¬ 
other  member  of  the  group  (hereinafter 
referred  to  as  “issuing  corporation”) ,  ttie 
basis  of  such  share  or  obligation  shall  be 
reduced  by  the  amount  and  in  the  man¬ 
ner  specified  in  subparagraph  (8)  of  this 
paragraph,  if  the  sum  of  the  amounts 
determined  under  subparagraphs  (2), 
(3),  and  (4)  of  this  paragraph  exceeds 
the  sum  of  the  amounts  determined  un¬ 
der  subparagraphs  (5)  and  (6)  of  this 
paragraph.  Such  excess  shall  herein¬ 
after  be  referred  to  as  the  “basis  adjust¬ 
ment”.  The  reduction  in  basis  pro¬ 
vided  for  in  this  paragraph  sliall  be  made 
whether  such  sale  or  other  disposition 
is  made  in  a  separate  return  year  or  a 
consolidated  return  year  and  whether 
or  not  the  issuing  or  selling  <^orporations 
were  members  of  the  group  when  the 
stock  or  obligation  was  issued  or  ac¬ 
quired. 

(2)  Losses  availed  of.  (i)  The 
amount  determined  under  this  subpara¬ 
graph  shall  be  an  amount  equal  to  the 
sum  of  the  losses  (described  in  subdivi¬ 
sions  (ii)  and  (ill)  of  this  subparagraph) 
of  the  issuing  corporation  (whether  op¬ 
erating  or  capital)  availed  erf  by  the 
group  before  the  date  of  disposition. 

(ii)  The  loss  described  in  this  subdivi¬ 
sion  is  the  portion  of  any  net  loss  of  the 
issuing  corporation  sustained  in  a  con¬ 
solidated  return  year  which  is  absorbed 
in  such  year  in  computing  consolidated 
taxable  income.  For  purposes  of  this 
subdivision,  the  net  loss  of  a  member  of 
th^  group  shall  be  determined  under 
§  1.1502-12  (except  that  no  deduction 
shall  be  allowed  under  section  242),  ad¬ 
justed  for  the  following  items: 

(a)  The  portion  of  the  consolidated 
dividends  received  deduction,  the  con¬ 
solidated  charitable  contributions  de¬ 
duction,  and  the  consolidated  section  247 
deduction,  attributable  to  such  member; 

(b)  Any  net  capital  gain  or  loss  of 
such  member  (not  including  the  portion 


of  any  consolidated  net  capital  loss  carry¬ 
over  attributable  to  such  member) ;  and 
(c)  Any  section  1231  net  loss. 

The  portion  of  a  net  loss  absorbed  by 
the  group  in  computing  consolidated 
taxable  income  for  the  taxable  year 
shall  be  the  amount  of  such  loss  less  the 
portion  of  any  consolidated  net  oper¬ 
ating  loss  for  such  year  and  the  portion 
of  any  consolidated  net  capital  loss  for 
such  year  which  is  attributable  to  such 
member  (as  determined  under  §  1.1502- 
79) .  Thus,  assume  that  P  and  S  file  a 
consolidated  return  for  calendar  1966. 
During  that  year  P  has  separate  tax¬ 
able  income  of  $10  and  S  a  $5  separate 
loss  determined  under  §  1.1502-12.  In 
addition,  P  has  capital  gains  of  $15  and 
S  a  $25  capital  loss.  S  has  a  $30  net 
loss  (the  $5  separate  loss  determined 
under  {  1.1502-12,  plus  the  $25  capital 
loss)  of  which  $20  is  absorbed  in  com¬ 
puting  consolidated  taxable  income  (the 
$30  net  loss  less  the  $10  net  capital  loss 
which  is  attributable  entirely  to  S). 
Such  $20  is  thus  a  loss  availed  of.  If  S 
had  separate  taxable  income  of  $5  (in¬ 
stead  of  a  $5  loss)  its  loss  availed  of 
would  have  been  $10  (its  $20  net  loss  less 
the  $10  consolidated  net  capital  loss 
attributable  to  it). 

(lli)  The  loss  described  in  this  sub¬ 
division  is  the  portion  of  any  net  oper¬ 
ating  loss  or  net  capital  loss  attributable 
to  the  issuing  corporation  which  is  sus¬ 
tained  in  a  separate  return  or  consoli¬ 
dated  return  year  and  Is  carried  over  or 
back  and  absorbed  in  a  consolidated  re¬ 
turn  year. 

(iv)  For  purposes  of  this  subpara¬ 
graph,  the  extent  to  which  a  loss  is 
availed  of  in  the  year  in  which  the  date 
of  disposition  occurs  shall  be  determined 
by  taUng  into  account  any  gain  (or  loss) 
on  a  disposition  of  such  (X)rporation’s 
stock  or  obligations  in  such  year,  but 
computing  such  gsdn  (or  loss)  without 
regard  to  any  basis  reduction  under  this 
paragraph.  Thus,  assume  that  P  formed 
S  by  a  capital  contribution  of  $60,000  at 
the  beginning  of  the  calendar  year.  On 
August  15,  P  sold  S  for  $70,000.  A  con¬ 
solidated  return  is  filed  by  P  and  S  for 
the  taxable  year.  S  had  a  $40,000  net 
loss  for  the  period  it  was  included  in  the 
(X)nsoli(fated  return,  while  P  had  $10,000 
of  income  <x)mputed  without  regard  to 
the  gain  on  the  sale  of  S’s  stock.  For 
purposes  of  computing  the  portion  of  the 
$40,000  net  loss  which  is  absorbed  in 
computing  (x>nsolldated  taxable  income, 
the  taxable  income  of  the  group  will  in¬ 
clude  a  $10,000  gain  on  the  sale  of  S’s 
stock  ($70,000  sales  price  less  $60,000 
basis  which  is  not  reduced  for  this  pur¬ 
pose).  Accordingly,  the  loss  of  S 
availed  of  by  the  group  is  $20,000.  Such 
loss  is  considered  availed  of  against  P’s 
$10,000  gain  on  the  disposition  of  S’s 
stock  plus  P’s  $10,000  other  income. 
Therefore,  P’s  gain  on  the  sale  of  S’s 
stock  is  $30,000. 

(V)  For  purposes  of  this  subparagraph, 
if  a  loss  of  the  issuing  corporation  is 
availed  of  by  the  group  in  the  year  in 
which  a  disposition  occurs,  then  the  fol¬ 
lowing  portion  of  such  loss  shall  be  con¬ 
sidered  to  be  availed  of  before  the  date 
of  such  disposiUon: 
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(a>  If,  as  a  result  of  such  disposition, 
such  issuing  corporation  ceases  to  be  a 
member  of  the  group,  the  entire  loss;  or 

(b)  In  the  case  of  any  other  disposi¬ 
tion.  such  loss  multiplied  by  a  fraction, 
the  numerator  of  which  is  the  number  of 
days  in  the  taxable  year  before  the  date 
of  disposition  and  the  denominator  of 
which  is  the  total  number  of  days  in  such 
year. 

1 3)  Distributions  of  preaffiliation  earn¬ 
ings  and  profits.  The  amount  deter¬ 
mined  imder  this  subparagraph  shall  be 
an  amount  equal  to  the  distributions 
made  during  consolidated  return  years, 
but  before  the  sale  or  other  disposition, 
by  the  issuing  corporation  to  other  mem¬ 
bers  of  the  group  out  of  its  earnings  and 
profits  accumulated  in  taxable  years 
which  were  not  affiliated  years. 

(4)  Adjustments  to  stock  and  obliga¬ 
tions  oumed  by  the  issuing  corporation. 
The  amount  determined  under  this  sub- 
paragraph  shall  be  equal  to  the  amount 
by  which  the  stock  and  obligations  of 
other  members  of  the  group  owned  or 
previously  owned  by  the  issuing  corpora¬ 
tion  have,  previous  to  the  sale  or  disposi¬ 
tion,  been  reduced  pursuant  to  this  sec¬ 
tion,  §S  1.1502-34A,  and  1.1502-35A. 
Thus,  assume  that  S,  a  wholly-owned 
subsidiary  of  P,  sells  the  stock  of  its 
wholly  owned  subsidiary,  T,  and  reduces 
its  basis  in  T’s  stock  by  $10  on  such  sale 
under  this  section.  If  P  later  sells  S’s 
stock,  such  $10  adjustment  will  be  in¬ 
cluded  in  the  amount  determined  under 
this  subparagraph  which  is  used  in  com¬ 
puting  the  basis  adjustment  with  respect 
to  S’s  stock. 

(5)  Undistributed  earnings  and  profits 
accumulated  during  affiliated  years — (i) 
In  general.  The  amount  determined  im¬ 
der  this  subparagraph  shall  be  an 
amount  equal  to  the  excess,  if  any,  of  the 
earnings  and  profits  accumulated  during 
affiliated  years  (as  described  in  subdivi¬ 
sion  (ii)  of  this  subparagraph)  over  the 
distributions  of  earnings  and  profits  de¬ 
scribed  in  subdivision  (ill)  of  this  sub- 
paragraph. 

(ii)  Earnings  and  profits  accumulated 
during  affiliated  years.  The  term  “earn¬ 
ings  and  profits  accumulated  during 
affiliated  years’’  mesms  the  earnings  and 
profits  or  the  deficit  in  earnings  and 
profits  (determined  by  taking  any  basis 
adjustment  under  this  section  into  ac¬ 
count,  notwithstanding  the  provisions  of 
paragraph  (b)  of  §  1.1502-33)  accumu¬ 
lated  by  the  issuing  corporation  during 
affiliated  years  before  the  date  of  dispo¬ 
sition,  but  in  making  such  determination 
no  reduction  shall  be  made  for — 

(a)  Distributions  of  earnings  and  prof¬ 
its  made  by  the  Issuing  conioration 
during  such  years,  and 

(b)  The  net  losses  (operating  or  capi¬ 
tal)  of  the  issuing  corporation  sustained 
in  affiliated  years,  other  than  those  losses 
which  are  absorbed  during  affiliated 
years  for  which  the  group  does  not  file 
a  consolidated  return. 

The  accumulated  earnings  and  profits  as 
so  computed  shall  be  decreased  by  an 
amount  equal  to  the  aggregate  losses 
(operating  or  capital)  of  the  issuing  cor¬ 
poration  sustained  in  taxable  years 
which  are  not  affilisd^d  years  and  which 
are  absorbed  in  affiliated  years  for  which 


the  group  does  not  file  a  consolidated  re¬ 
turn.  If  a  disposition  occurs  on  a  day 
other  than  the  last  day  of  the  taxable 
year,  the  amount  of  earnings  and  profits 
considered  as  accumulated  in  such  year 
before  the  date  of  disposition  shall  be  the 
earnings  and  profits  of  such  year  multi¬ 
plied  by  a  fraction,  the  numerator  of 
which  is  the  number  of  days  in  the  tax¬ 
able  year  before  the  date  of  disposition 
and  the  denominator  of  which  is  the  total 
number  of  days  in  such  year. 

(iii)  Distributions.  The  distributions 
described  in  this  subdivision  are  all  dis¬ 
tributions  made  during  affiliated  years 
(before  the  sale  or  other  disposition)  by 
the  issuing  corporation  out  of  its  earn¬ 
ings  and  profits  to  its  shareholders,  other 
than  distributions  described  in  subpara¬ 
graph  (3)  of  this  paragraph. 

(6)  Prior  adjustments  to  stock  and 
obligations  of  issuing  corporation.  The 
amount  determined  under  this  subpara¬ 
graph  shall  be  the  amount  by  which  the 
basis  of  stock  and  obligations  of  the  issu¬ 
ing  corporation  has  been  previously  re¬ 
duced  pursuant  to  this  section,  §  1.1502- 
34A,  and  §  1.1502:-35A. 

CZ)  Affiliated  year — (i)  In  general. 
For  purposes  of  this  paragraph,  the  term 
“affiliated  year’’  means  a  taxable  year  of 
a  corporation  for  which  it  was  a  member 
of  the  group  on  each  day  of  such  year. 

(ii)  Special  rules  for  split  separate  re¬ 
turn  years.  If  a  corporation  becomes, 
or  ceases  to  be,  a  member  of  the  group 
during  a  taxable  year  of  the  common 
parent  for  which  a  separate  return  is 
filed,  then  the  portion  of  such  corpora¬ 
tion’s  separate  return  year  for  which  it 
is  a  member  of  the  group  shall  be  treated 
as  an  affiliated  year.  The  earnings  and 
profits  of  such  separate  return  year  shall 
be  prorated  to  the  portion  of  such  year 
which  is  treated  as  an  affiliated  year  on 
the  basis  of  the  munber  of  days  in  such 
portion.  Loss  carryovers  and  carrybacks 
which  are  absorbed  in  such  separate  re¬ 
turn  year  shall  be  treated  as  being  ab¬ 
sorbed  pro  rata  in  the  portion  of  such 
year  which  is  an  affiliated  year  on  the 
basis  of  the  number  of  days  in  such 
portion. 

(8)  Amount  of  and  manner  of  making 
basis  adjustment — (i)  In  general.  The 
basis  of  the  stock  or  obligations  sold  or 
disposed  of  shall  be  reduced  immediately 
before  such  sale  or  disposition  by  the 
portion  of  the  basis  adjustment  allocable 
to  such  stock  or  obligations  under  sub¬ 
divisions  (ii)  and  (iii)  of  this  subpara¬ 
graph. 

(ii)  Allocation  to  stock.  The  basis  ad¬ 
justment  (as  defined  in  subparagraph 
(1)  of  this  paragraph)  shall  first  be  allo¬ 
cated  to  all  shares  of  stock  of  the  issuing 
corporation  owned  by  other  members  of 
the  group.  The  amount  allocated  to  any 
share  of  stock  shall  be  the  amount  of 
the  basis  adjustment  multiplied  by  a 
fraction,  the  numerator  of  which  is  the 
adjusted  basis  of  such  share  of  stock,  smd 
the  denominator  of  which  is  the  aggre¬ 
gate  of  the  adjusted  bases  of  all  such 
shares.  However,  the  amount  allocated 
to  a  share  of  stock  shall  not  exceed  its 
adjusted  basis. 

(iii)  Allocation  to  obligations.  To  the 
extent  that  the  basis  adjustment  exceeds 
the  aggregate  of  the  adjusted  bases  of 


all  shares  of  stock  of  the  issuing  corpo¬ 
ration  owned  by  members  of  the  group, 
such  excess  (hereinafter  referred  to  as 
“unallocated  adjustment’’)  shall  be  allo¬ 
cated  to  all  obligations  of  the  issuing 
corporation  owned  by  other  members  of 
the  group.  The  amount  allocated  to  any 
obligation  shall  be  the  unallocated  ad¬ 
justment  multiplied  by  a  fraction,  the 
numerator  of  which  is  the  adjusted  basis 
of  such  obligation,  and  the  denominator 
of  which  is  the  aggregate  of  the  adjusted 
bases  of  tdl  such  obligations.  However, 
the  amount  allocated  to  an  obligation 
shall  not  exceed  its  adjusted  basis. 

(iv)  Special  rule.  In  the  case  of  a 
distribution  by  the  issuing  corporation 
described  in  section  301(c)  (2)  or  (3)  (A) 
<see  paragraph  (b)(1)  (i)  (b)  and  (c) 
of  this  section  for  treatment  of  such 
distributions  as  sales  or  other  dispKsi- 
tions) ,  the  basis  of  the  stock  with  respect 
to  which  the  distribution  Is  made  shall 
be  the  same  after  such  distribution  as  it 
would  have  been  had  no  adjustment  been 
made  under  this  paragraph.  In  such 
case,  the  only  amount  included  under 
subparagraph  (6)  of  this  paragraph 
(relating  to  prior  adjustments  to  the 
stock  and  obligations  of  such  corpora¬ 
tion)  with  respect  to  such  distribution 
on  a  later  sale  or  other  disposition  shall 
be  the  excess,  if  any,  of  the  amount 
treated  as  gain  under  section  301(c)  (3) 
(A)  over  the  amount  which  would  have 
been  so  treated  if  no  reduction  in  basis 
had  b^n  made  under  this  paragraph. 

(9)  Section  381  transaction.  If  a 
member  of  the  group  transfers  assets  to 
another  member  in  a  transaction  to 
which  section  381(a)  ai^lies,  then  the 
acquiring  corporation  shall  succeed  to 
and  take  account  of  the  amounts  deter¬ 
mined  under  subparagraphs  (2),  (3), 
(4) ,  (5) ,  and  (6)  of  this  paragraph  with 
respect  to  the  distributor  or  transferor 
corporation  for  purposes  of  the  compu¬ 
tation  of  the  basis  adjustment  relating 
to  stock  or  obligations  of  the  acquiring 
corporation  owned  by  other  members  of 
the  group. 

(b)  Sale  or  other  disposition — (1) 
General  rule.  Except  as  provided  in  sub- 
paragraph  (2)  of  this  paragraph,  a 
“sale  or  other  disposition’’  of  stock  or 
obligations  of  the  issuing  corporation 
occurs  at  the  time — 

(i)  Such  stock  or  obligation  is  subject 
to — 

(a)  A  sale  or  exchange, 

(b)  A  transaction  which  is  treated  as 
a  sale  or  exchange  (such  as  a  distribu¬ 
tion  described  in  section  3Cl(c)  (3)  (A) ) . 

(c)  A  transaction  in  which  the  basis 
of  the  stock  or  obligation  is  decresised 
(such  as  a  distribution  described  in  sec¬ 
tion  301(c)(2)  or  where  a  worthless 
obligation  is  taken  into  account  as  a 
bad  debt),  or 

(d)  Any  other  disposition  (such  as  a 
dividend  distribution) ; 

(ii)  The  issuing  corporation  ceases  to 
be  a  member  of  the  group.  In  such  case, 
all  the  stock  and  obligations  of  the  issu¬ 
ing  corporation  owned  by  other  members 
of  the  group  shall  be  treated  as  dis¬ 
posed  of;  or 

(iii)  A  member  of  the  group  owning 
stock  in  the  issuing  corporation  ceases 
to  be  a  member  of  the  group.  In  such 
case,  all  the  stock  of  the  issuing  corpo- 


12584 


PROPOSED  RULE  MAKING 


ration  owned  by  such  member  shall  be 
treated  as  disposed  of. 

(2)  Exceptions.  The  term  “sale  or 
other  disposition’*  does  not  include  the 
following  transactions  between  mem> 
bers  of  the  group: 

(i)  A  transaction  described  in  sec¬ 
tion  381(a)  or  334(b)  (2)  or  in  paragraph 

(a)  (1)  of  §  1.1502-14.  or 

(ii)  A  transaction  in  which  the  basis 
of  the  stock  or  obligation  in  the  hands 
of  the  transferee  member  is  determined 
in  whole  or  in  part  by  reference  to  its 
basis  in  the  hands  of  the  transferor 
member. 

(3)  Constructive  disposition.  The 
basis  adjustment  with  respect  to  the 
issuing  corporation  shall  be  computed  by 
aggregating  the  amounts  determined 
imder  paragraph  (a)  (2)  of  this  section 
with  respect  to  such  corporation  with 
its  share  of  the  amounts  determined 
xmder  such  paragraph  with  respect  to 
other  members  of  the  group,  the  stock  of 
which  is  owned,  or  is  considered  as 
owned,  by  the  issuing  corporation;  like¬ 
wise,  the  amounts  determined  imder 
paragraph  (a)  (3)  of  this  section  shall 
be  aggregated,  as  shall  the  amounts  de¬ 
termined  under  paragraph  (a)  (3),  (4), 
(5),  and  (6)  of  this  section.  For  this 
purpose,  the  issuing  corporation’s 
share  with  respect  to  any  other  mem¬ 
ber  shall  be  the  ratio  which  the  fair 
market  value  of  the  stock  owned  and 
considered  as  owned  by  the  Issuing 
corporation  in  such  other  member 
bears  to  the  fair  market  value  of  all 
stock  in  such  other  member  directly 
owned  by  members  of  the  group.  For 
purposes  of  the  preceding  sentence,  a 
member  (the  first  member)  of  the  group 
which  directly  owns  stock  in  another 
member  (the  second  member)  shall  be 
considered  as  owning  any  stock  in  other 
members  of  the  group  which  is  owned,  or 
considered  as  owned,  by  such  second 
member,  in  that  proportion  which  the 
fair  market  value  of  the  stock  of  the 
second  member  directly  owned  by  such 
first  member  bears  to  the  fair  market 
value  of  all  such  stock  of  the  second 
member  directly  owned  by  members  of 
the  group.  Thus  assume  that  corpora¬ 
tion  P  owns  100  percent  of  the  stock  of 
corporation  S  and  that  P  and  S  each 
owns  50  percent  of  the  stock  of  corpo¬ 
ration  T.  If  P  sells  some  stock  of  S,  the 
basis  adjustment  with  respect  to  S  shall 
be  determined  by  aggregating  the 
amounts  determined  under  subpara¬ 
graphs  (2)  through  (6)  of  paragraph(a) 
of  this  section  with  respect  to  S  with  50 
percent  (50/100)  of  the  amounts  deter¬ 
mined  under  such  paragraphs  with  re¬ 
spect  to  T.  For  purposes  of  this  sub- 
paragraph,  stock  means  all  stock  other 
than  nonvoting  stock  which  is  limited 
smd  preferred  as  to  dividends. 

(c)  Examples.  The  provisions  of  this 
section  may  be  illustrated  by  the  fol¬ 
lowing  examples ; 

Example  (1).  P  formed  S  on  January  1, 
1966,  by  transferring  property  to  It  with  a 
basis  of  $5,000  and  receiving  In  exchange  all 
100  shares  of  Its  stock.  P  and  S  filed  a  con¬ 
solidated  return  for  the  calendar  year  1066, 
refiecting  consolidated  taxable  Inoome.  8 
had  a  net  loss  (determined  under  paragraph 
(a)(2)(U)  of  this  section)  of  $1J)00.  On 
March  15,  1067,  P  sold  10  shares  of  8  to  a 


third  party.  The  basis  of  each  share  sold  is 
reduced  Immediately  before  such  sale  by 
$10.  the  pOTtlon  of  the  basis  adjustment  of 
$1,000  (the  loss  availed  of)  allocable  to  each 
of  the  100  shares  of  stock. 

txample  (2).  Assume  the  same  facts  as 
In  example  (1) .  and  that  8  had  earnings  and 
profits  of  $550  for  the  calendar  year  1067, 
determined  without  taking  into  account  a 
dividend  distribution  of  $100  made  on  De¬ 
cember  15,  1967.  On  December  31,  1967,  P 
sells  an  additional  10  shares  of  8's  stock. 
The  basis  of  each  such  share  is  reduced  im¬ 
mediately  before  such  sale  by  $5,  the  portion 
of  the  basis  adjustment  of  $4M  allocable  to 
each  of  the  90  shares  of  stock  held  by  P. 
The  basis  adjustment  is  determined  by  sub¬ 
tracting  from  the  $1,000  loss  availed  of  the 
sum  of  $450  (the  excess  of  the  $550  of  earn¬ 
ings  and  profits  accumulated  during  1966 
and  1967,  no  reduction  being  made  for  the 
distribution  or  1966  loss  availed  of  in  such 
year,  over  the  $100  distribution)  and  $100 
(the  prior  adjustment  to  the  basis  of  S’s  stock 
made  on  the  March  15, 1967  sale) . 

Example  (3).  Assume  the  same  facts  as 
in  example  (2),  except  that  P  sells  30, 
rather  than  10,  shares  of  S’s  stock  on  De¬ 
cember  31,  1967.  The  basis  of  each  such 
share  is  reduced  on  such  sale  by  $5,  the  por¬ 
tion  of  the  basis  adjustment  attributable  to 
each  such  share.  In  addition,  since  the 
affiliation  is  broken,  P  is  treated  as  dispos¬ 
ing  of  the  remaining  60  shares  which  it  still 
owns.  Accordingly,  P’s  basis  in  each  such 
share  is  reduced  by  $5. 

§  1.1502—33  Earnings  and  profits. 

(a)  Intercompany  transactions.  Gain 
or  loss  on  an  intercompany  transaction 
shall  be  reflected  in  the  earnings  and 
profits  of  a  member  of  the  group  for  its 
taxable  year  in  which  such  gain  or  loss  is 
taken  into  account  under  §  1.1502-13. 
Thus,  for  example,  gain  on  a  deferred 
intercompany  transaction  shall  be  re¬ 
flected  in  earnings  and  profits  of  a  mem¬ 
ber  of  the  group  for  its  taxable  year  in 
which  such  deferred  gain  Is  taken  into 
account  under  paragraph  (d),  (e),  or 
(f)  of  §  1.1502-13,  rather  than  fen*  the 
taxable  year  in  which  such  gain  or  loss 
is  deferred. 

(b)  Effect  of  basis  reduction.  The 
earnings  and  profits  of  a  member  of  the 
group  shall  not  be  affected  by  the  reduc¬ 
tion  in  the  basis  of  any  share  of  stock  or 
any  bond  or  other  obligation  of  another 
member  of  the  group  provided  for  by 
paragraph  (a)  of  §  1.1502-32.  Thus,  as¬ 
sume  that  P  Corporation  sells  the  stock 
of  its  subsidiary  S  for  $20,000  and  that 
the  basis  of  such  stock  in  the  hands  of 
P  is  reduced  pursuant  to  paragraph  (a) 
of  9  1.1502-32  from  $16,000  to  $14,000. 
Although  P  recognizes  a  $6,000  gain  on 
the  sale  of  such  stock,  its  earnings  and 
profits  are  increased  by  only  $4,000. 

(c)  Effect  of  adjustment  for  excess 
losses  of  a  subsidiary.  The  earnings  and 
profits  of  a  member  of  the  group  shall 
not  be  affected  by  any  amount  included 
in  its  income  pursuant  to  9  1.1502-19. 

(d)  Effect  of  inventory  adjustments. 
There  shall  be  reflected  in  the  earnings 
and  profits  of  a  member  of  a  group  for 
a  taxable  year  gains  and  losses  taken 
into  account  pursuant  to  9  1.1502-18  for 
such  year. 

(e)  Intercompany  dividends.  Divi¬ 
dend  distributions  from  one  member  of 
the  group  to  another  member  of  the 
group  sh^  be  reflected  in  the  earnings 
and  profits  of  the  distributee,  notwith¬ 
standing  that  such  distributions  are 


eliminated  pursuant  to  paragraph  (a)  (1) 
of  9  1.1502-14. 

§  1.1502-34  Special  aggregate  stock 
ownership  rules. 

For  purposes  of  99  1.1502-1  through 
1.1502-90,  in  determining  the  stock 
ownership  of  one  member  of  the  group 
in  another  member  (the  “issuing  corpo¬ 
ration”)  for  purposes  of  determining  the 
application  of  section  165(g)  (3)  (A),  332 
(b)(1),  333(b),  or  351(a),  in  a  consoli¬ 
dated  return  year,  there  shall  be  in¬ 
cluded  stock  owned  by  all  other  members 
of  the  group  in  the  issuing  corporation. 
Thus,  assume  that  members  A,  B,  and  C 
each  own  33^  percent  of  the  stock  issued 
by  D.  In  such  case.  A,  B,  and  C  shall 
each  be  treated  as  meeting  the  80-per¬ 
cent  stock  ownership  requirement  for 
purposes  of  section  332,  and  no  member 
can  elect  to  have  section  333  apply. 
Furthermore,  the  special  rule  for  minor¬ 
ity  shareholders  in  section  337(d)  cannot 
apply  with  respect  to  amounts  received 
by  A,  B,  or  C  in  liquidation  of  D. 

§  1.1502—35  [Reserved] 

Special  Taxes  and  Taxpayers 

§  1.1502—36  Determination  of  consoli¬ 
dated  net  long-term  capital  gain  and 
consolidated  net  short-term  capital 
loss. 

(a)  Consolidated  net  long-term  capital 
gain.  The  consolidated  net  long-term 
capital  gain  shall  be  determined  by  tak¬ 
ing  into  account  (1)  those  gains  and 
losses  to  which  paragraph  (a)(1)  of 
9  1.1502-22  tqiplies  which  are  treated  as 
long  term  under  section  ''222,  and  (2)  the 
consolidated  section  1231  net  gain  (com¬ 
puted  in  accordance  with  9  1.1502-23). 

(b)  Consolidated  net  short-term 
capital  loss.  The  consolidated  net  short¬ 
term  capital  loss  shall  be  determined  by 
taking  into  account  (1)  those  gains  and 
losses  to  which  paragraph  (a)(1)  of 
§  1.1502-22  applies  which  are  treated  as 
short  term  under  section  1222,  and  (2) 
the  consolidated  net  capital  loss  carry¬ 
overs  to  the  taxable  year  (as  determined 
under  paragraph  (b)  of  9  1.1502-22) . 

§§  1.1502-37  to  1.1502-74  [Reserved] 

Administrative  Provisions  and  Other 
Rules 

§  1.1502—75  Filing  of  consolidated  re¬ 
turns. 

(a)  Privilege  of  filing  consolidated  re¬ 
turns — (1)  Exercise  of  privilege  for  first 
consolidated  return  year.  Under  section 
1501  a  group  has  the  privilege  of  filing  a 
consolidated  return  in  lieu  of  separate 
returns  for  the  taxable  year,  provided 
that  each  corporation  which  has  been  a 
member  of  the  group  during  any  part  of 
such  year  consents  (in  the  manner  pro¬ 
vided  in  paragraph  (b)  of  this  section)  to 
the  regulations  under  section  1502.  If 
a  group  wishes  to  exercise  its  privilege  of 
filing  a  consolidated  return,  such  con¬ 
solidated  return  must  be  fil^  not  later 
than  the  last  day  prescribed  by  law  (in¬ 
cluding  extensions  of  time)  for  the  filing 
of  the  common  parent’s  return.  Such 
consolidated  return  may  not  be  with¬ 
drawn  after  such  last  day  (but  the  group 
may  change  the  basis  of  its  return  at  any 
time  prior  to  such  last  day) . 
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(2)  Continued  filing  requirement.  If  a 
group  files  a  consolidated  return  for  the 
taxable  year  imder  subparagraph  (1)  of 
this  paragraph,  then,  until  such  time  as 
separate  returns  are  properly  filed  under 
the  provisions  of  paragraph  (c)  of  this 
section,  a  consolidated  return  will  be  re¬ 
quired  for  each  subsequent  taxable  year 
during  which  the  group  remains  In  ex¬ 
istence.  The  consolidated  return  for 
siich  a  subsequent  year  shall  be  treated 
as  the  consent  to  the  regulations  under 
section  1502  of  each  corporation  which 
was  a  member  of  the  group  during  such 
year. 

(b)  How  consent  exercised  for  first 
consolidated  year — (1)  General  rule.  The 
consent  of  a  corporation  referred  to  in 
paragraph  (a)(1)  of  this  section  shall 
be  made  by  such  corporation  Joining  in 
the  making  of  the  consolidated  return 
for  such  year.  A  corporation  shall  be 
deemed  to  have  joined  in  the  making  of 
such  return  for  such  year  if  it  files  a  Form 
1122  in  the  manner  specified  in  para¬ 
graph  (h)  (2)  of  this  section. 

(2)  Consent  under  facts  and  circum¬ 
stances.  If  a  member  of  the  group  fails 
to  file  Form  1122,  the  Conunissioner  may 
under  the  facts  and  circiunstances  de¬ 
termine  that  such  member  has  joined  In 
the  making  of  a  consolidated  return  by 
such  group.  The  following  circum¬ 
stances,  among  others,  will  be  taken  into 
account  in  making  this  determination: 

(i)  Whether  or  not  the  income  and  de¬ 
ductions  of  the  member  were  Included 
in  the  consolidated  return; 

(ii)  Whether  or  not  a  separate  return 
was  filed  by  the  member  for  that  taxable 
year;  and 

(ill)  Whether  or  not  the  member  was 
included  in  the  affiliations  schedule. 
Form  851. 

If  the  C(Hnmlssioner  determines  that  the 
member  has  joined  in  the  making  of  the 
consoliated  return,  such  member  shall  be 
treated  as  If  it  had  filed  a  Form  1122  for 
such  year  for  purposes  of  paragraph  (h) 
(2)  of  this  section. 

(3)  Failure  to  consent  due  to  mistake. 
If  any  member  has  failed  to  join  in  the 
making  of  a  consolidated  return  under 
either  subparagraph  (1)  or  (2)  of  this 
paragraph,  then  the  tax  liability  of  each 
member  of  the  group  shall  be  determined 
on  the  basis  of  separate  returns  unless 
the  common  parent  corporation  estab¬ 
lishes  to  the  satisfaction  of  the  Commis¬ 
sioner  that  the  failure  of  such  member  to 
join  in  the  making  of  the  consolidated 
return  was  due  to  a  mistake  of  law  or 
fact,  or  to  Inadvertence.  In  such  case, 
such  member  shall  be  treated  as  if  it  had 
filed  a  Form  1122  for  such  year  for  pur¬ 
poses  of  paragraph  (h)  (2)  of  this  sec¬ 
tion,  and  thus  joined  in  the  making  of 
the  consolidated  return  for  such  year. 

<c)  Election  to  discontinue  filing  con¬ 
solidated  returns — (1)  Good  cause — (i) 
In  general.  Notwithstanding  that  a  con¬ 
solidated  return  is  required  for  a  taxable 
year,  the  Commissioner,  upon  application 
by  the  common  parent  made  on  or  before 
the  due  date  for  the  filing  of  the  consoli¬ 
dated  return  (not  including  extensions 
of  time),  may  for  good  cause  shown 
grant  permission  to  a  group  to  discon¬ 
tinue  filing  consolidated  retiums.  Any 
such  application  shall  be  made  to  the 


Commissioner  of  Internal  Revenue, 
Washington,  D.C.,  20224. 

(il)  Substantial  adverse  change  in 
law  affecting  tax  liability.  Ordinarily, 
the  Commissioner  will  grant  a  group 
permission  to  discontinue  filing  consoli¬ 
dated  returns  if  the  net  result  of  all 
amendments  to  the  Code  or  regulations 
with  effective  dates  commencing  within 
the  taxable  year  has  a  substantial  ad¬ 
verse  effect  on  the  consolidated  tax  lia¬ 
bility  of  the  group  for  such  year  relative 
to  what  the  aggregate  tax  liability  would 
be  if  the  members  of  the  group  filed 
separate  retm-ns  for  such  year.  Thus, 
for  example,  assume  P  and  S  filed  a  con¬ 
solidated  return  for  the  calendar  year 
1966  and  that  the  provisions  of  the  Code 
have  been  amended  by  a  bill  which  was 
enacted  by  Congress  in  1966,  but  which 
is  first  effective  for  taxable  years  begin¬ 
ning  on  or  after  January  1,  1967.  As- 
siune  further  that  P  makes  a  timely  ap¬ 
plication  to  discontinue  filing  consoli¬ 
dated  returns.  In  order  to  determine 
whether  the  amendments  have  a  sub¬ 
stantial  adverse  effect  on  the  consoli¬ 
dated  tax  liability  for  1967,  relative  to 
what  the  aggregate  tax  liability  would 
be  if  the  members  of  the  group  filed 
separate  returns  for  1967,  the  difference 
between  the  tax  liability  of  the  group 
computed  on  a  consolidated  basis  and 
taking  into  account  the  changes  in  the 
law  effective  for  1967  and  the  aggregate 
tax  liability  of  the  members  of  the  group 
computed  as  if  each  such  member  filed 
separate  returns  for  such  year  (also 
taking  into  account  such  changes)  shall 
be  compared  with  the  difference  between 
the  tax  liability  of  such  group  for  1967 
computed  on  a  consolidated  basis  with¬ 
out  regard  to  the  changes  in  the  law 
effective  in  such  year  and  the  aggregate 
tax  liability  of  the  members  of  the  group 
computed  as  if  separate  returns  had  been 
filed  by  such  members  for  such  year 
without  regard  to  the  changes  in  the 
law  effective  in  such  year. 

(iii)  Other  factors.  In  addition,  the 
Commissioner  will  take  into  account 
other  factors  in  determining  whether 
good  cause  exists  for  granting  permis¬ 
sion  to  discontinue  filing  consolidated 
returns  beginning  with  the  taxable  year, 
including — 

(a)  Changes  in  law  or  circiunstances 
not  related  to  federal  income  taxes, 

(b)  Changes  in  the  law  which  are 
first  effective  in  the  taxable  year  and 
which  result  in  a  substantial  reduction 
in  the  consolidated  net  operating  loss 
(or  consolidated  unused  Investment 
credit)  for  such  year  relative  to  what 
the  aggregate  net  operating  losses  (or 
investment  credits)  would  be  if  the  mem¬ 
bers  of  the  group  filed  separate  returns 
for  such  year,  and 

(c)  Changes  in  the  Code  or  regula¬ 
tions  which  are  effective  prior  to  the 
taxable  year  but  which  first  have  a  sub¬ 
stantial  adverse  effect  on  the  filing  of 
consolidated  returns  relative  to  the  filing 
of  separate  returns  in  such  year. 

(2)  Discretion  of  Commissioner  to 
grant  blanket  permission — (i)  Permis¬ 
sion  to  all  groups.  The  Commissioner, 
in  his  discretion,  may  grant  all  groups 
permission  to  disccmtinue  filing  consoli¬ 
dated  returns  if  any  provision  of  the 


Code  or  regulations  has  been  amended 
and  such  amendment  is  of  the  type  which 
could  have  a  substantial  adverse  effect 
(Ml  the  filing  of  consolidated  returns  by 
substantially  all  groups,  relative  to  the 
filing  of  separate  retiums.  Ordinarily, 
the  permission  to  discontinue  shall  ap¬ 
ply  with  respect  to  the  taxable  year  of 
each  group  which  includes  the  effective 
date  of  such  an  amendment. 

(ii)  Permission  to  a  class  of  groups. 
The  Conunissioner,  in  his  discretion,  may 
grant  a  particular  class  of  groups  per¬ 
mission  to  discontinue  filing  consolidated 
returns  if  any  provision  of  the  Code  or 
regulations  has  been  amended  and  such 
amendment  is  of  the  tsqje  which  could 
have  a  substantial  adverse  effect  on  the 
filing  of  consolidated  returns  by  sub¬ 
stantially  all  such  groups  relative  to  the 
filing  of  separate  returns.  Ordinarily, 
the  permission  to  discontinue  shall  apply 
with  respect  to  the  taxable  year  of  each 
group  within  the  class  which  includes 
the  effective  date  of  such  an  amendment. 

(3)  Time  and  manner  for  exercising 
election.  If,  under  subparagraph  (1)  or 
(2)  of  this  paragraph,  a  group  has  an 
election  to  discontinue  filing  consolidated 
returns  for  any  taxable  year  and  such 
group  wishes  to  exercise  such  election, 
then  the  common  parent  must  file  a 
separate  return  for  such  year  on  or  be¬ 
fore  the  last  day  prescribe  by  law  (in¬ 
cluding  extensions  of  time)  for  the  filing 
of  the  consolidated  return  for  such  year 
or  the  60th  day  after  the  Commissioner 
grants  a  group  permission  to  discontinue 
filing  consolidated  returns,  whichever  oc¬ 
curs  later. 

(d)  When  group  remains  in  exist¬ 
ence — (1)  General  rule.  A  group  shall 
be  considered  as  remaining  in  existence 
if  the  common  parent  corporation  re¬ 
mains  as  the  common  parent  and  at 
least  one  subsidiary  remains  affiliated 
with  it,  whether  or  not  such  subsidiary 
was  a  member  of  the  group  in  a  prior 
year  and  whether  or  not  one  or  more 
corporations  have  ceased  to  be  subsid¬ 
iaries  at  any  time  after  the  group  was 
formed.  Thus,  for  example,  assume  that 
individual  A  forms  corporation  P.  P  ac¬ 
quires  100  percent  of  the  stock  of  cor¬ 
poration  S  on  January  1,  1965,  and  P 
and  S  file  a  consolidated  return  for  the 
calendar  year  1965.  On  May  1.  1966,  P 
acquires  100  percent  of  the  stock  of  S-1, 
and  on  July  1, 1966,  P  sells  the  stock  of  S. 
The  group  (consisting  originally  of  P  and 
S)  remains  in  existence  in  1966  since  P 
has  remtdned  as  the  common  parent  and 
at  least  one  subsidiary  (now  S-1)  re¬ 
mains  affiliated  with  it. 

(2)  Common  parent  no  longer  in  exist¬ 
ence — (i)  Mere  change  in  identity.  For 
purposes  of  this  paragraph,  the  com¬ 
mon  parent  corporation  shall  remain  as 
the  common  parent  irrespective  of  a 
mere  change  in  identity,  form,  or  place 
of  organization  of  such  common  parent 
corporation  (see  section  368(a)(1)(F)). 

(ii)  Transfer  of  assets  to  subsidiary. 
The  group  shall  be  considered  as  remain¬ 
ing  in  existence  notwithstanding  that  the 
common  parent  is  no  longer  in  existence 
if  the  members  of  the  afiUiated  group 
succeed  to  and  become  the  owners  of 
substantially  all  of  the  assets  of  such 
former  parent  and  there  remains  one  or 
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more  chains  of  includible  corporations 
connected  through  stock  ownership  with 
a  common  parent  corporation  which  is 
an  includible  corporation  and  which  was 
a  member  of  the  group  prior  to  the  date 
such  former  parents  ceases  to  exist. 

(iii)  Transactions  described  in  section 
381  (a)  (2) .  If,  immediately  after  a  reor¬ 
ganization  described  in  section  381(a) 
(2)  — 

(a)  The  acquiring  corporation  is  a 
common  parent  of  a  group,  and 

(b)  The  stockholders  (immediately 
before  the  reorganization)  of  the  trans¬ 
feror  corporation,  as  a  result  of  owning 
stock  of  such  corporation,  own  (immedi¬ 
ately  after  the  reorganization)  more 
than  50  percent  of  the  fair  market  value 
of  the  outstanding  stock  of  the  acquiring 
corporation, 

then  any  group  of  which  the  acquiring 
corporation  was  the  common  parent  im¬ 
mediately  before  the  reorganization 
shall  cease  to  exist  as  of  the  date  of  dis¬ 
tribution  or  transfer,  and  any  group  of 
which  the  transferor  corporation  was 
the  common  parent  imme^ately  before 
the  reorgani^tlon  shall  be  treated  as 
remaining  in  existence  (with  Uie  acquir¬ 
ing  corporation  becoming  the  common 
parent  of  the  group).  Thus,  assume 
that  P  and  S  comprised  group  PS  (P 
being  the  common  parent)  and  that  P 
was  merged  into  T  (the  common  parent 
of  a  group  composed  of  T  and  U)  in  a 
reorganization  in  which  the  sharehold¬ 
ers  of  P  immediately  before  the  re¬ 
organization,  as  a  result  of  owning  stock 
in  P,  own  90  percent  of  the  fair  market 
value  of  Ts  stock  immediately  after  the 
reorganization.  The  group  of  which  T 
was  the  common  parent  ceases  to  exist 
as  of  the  date  of  transfer.  The  group 
of  which  P  was  the  C(«nmon  parent  is 
treated  as  continuing  in  existence  with 
T  and  U  being  added  as  members  of  the 
group,  and  T  taking  the  place  of  P  as  the 
common  parent. 

(e)  Failure  to  include  subsidiary.  If 
a  consolidated  return  is  required  for  the 
taxable  year  imder  the  provisions  of 
paragraph  (a)  (2)  of  this  section,  the 
tax  liability  of  all  members  of  the  group 
for  such  year  shall  be  computed  on  a 
consolidated  basis  even  though — 

(1)  Separate  returns  are  filed  by  one 
or  more  members  of  the  group,  or 

(2)  There  has  been  a  failure  to  include 
in  the  ccmsolldated  return  the  income  of 
any  member  of  the  group. 

If  subparagraph  (1)  of  this  paragraph 
applies,  the  amounts  assessed  or  p^d 
upon  the  basis  of  separate  returns  shall 
be  considered  as  having  been  assessed  or 
paid  upon  the  basis  of  a  consolidated 
return. 

(f)  Inclusion  of  one  or  more  corpora¬ 
tions  not  members  of  the  group — (1) 
Method  of  determining  tax  liability.  U 
a  consolidated  return  includes  the  in¬ 
come  of  a  corporation  which  was  not  a 
member  of  the  group  at  any  time  during 
the  cons(^dated  return  year,  the  tax 
liability  of  such  corporation  will  be  de¬ 
termined  upon  the  basis  of  a  separate 
return  (or  a  consolidated  return  of  an¬ 
other  group,  if  paragraph  (a)  (2)  or  (b) 

(3)  of  this  section  applies) ,  and  the  con¬ 
solidated  return  will  be  considered  as  in¬ 


cluding  only  the  income  of  the  corpora¬ 
tions  which  were  members  of  the  group 
during  that  taxable  year.  If  a  consoli¬ 
dated  return  includes  the  income  of  two 
or  more  corporati(ms  which  were  not 
members  of  the  group  but  which  consti¬ 
tute  another  group,  the  tax  liability  of 
such  corporations  will  be  computed  in 
the  same  manner  as  if  separate  returns 
had  been  made  by  such  corporations  im- 
less  the  Commissioner  upon  appUcation 
approves  the  making  of  a  consolidated 
return  for  the  other  group  or  unless  un¬ 
der  paragraph  (a)  (2)  of  this  section  a 
consolidated  return  is  required  for  the 
other  group. 

(2)  Allocation  of  tax  liability.  In  any 
case  in  which  amounts  have  been  as¬ 
sessed  and  paid  upon  the  basis  of  a 
consolidated  return  and  the  tax  liabil¬ 
ity  of  one  or  more  of  the  corporations 
included  in  the  consolidated  return  is 
to  be  computed  in  the  manner  described 
in  subparagraph  (1)  of  this  paragraph, 
the  amounts  so  paid  shall  be  allocated 
between  the  group  composed  of  the  cor¬ 
porations  properly  included  in  the  con¬ 
solidated  return  and  each  of  the  cor¬ 
porations  the  tax  liability  of  which  is 
to  be  ccnnputed  cm  a  separate  basis  (or 
on  the  basis  of  a  consolidated  retium  of 
another  group)  in  such  manner  as  the 
corpyomtions  which  were  included  in  the 
consolidated  return  may,  subject  to  the 
approval  of  the  Commissioner,  agree 
upon  or  in  the  absence  of  an  agreement 
upon  the  method  used  in  allocating  the 
tax  liability  of  the  members  of  the  group 
under  the  provisions  of  section  1552(a). 

(g)  Computing  periods  of  limitation — 
(1)  Income  incorrectly  included  in  con¬ 
solidated  return.  If — 

(1)  A  consolidated  return  is  filed  by  a 
group  for  the  taxable  year,  and 

(il)  The  tax  liability  of  a  corporation 
whose  income  is  included  in  such  re¬ 
turn  must  be  computed  on  the  basis  of 
a  separate  return  (or  on  the  basis  of  a 
consolidated  return  with  another  group) , 

then  for  the  purpose  of  computing  any 
period  of  limitation  with  respect  to  such 
separate  return  (or  such  other  consoli¬ 
dated  return) ,  the  filing  of  such  consoli¬ 
dated  return  by  the  group  shall  be  con¬ 
sidered  as  the  making  of  a  retxim  by 
such  corporation. 

(2)  Income  incorrectly  included  in 
separate  returns.  If  a  consolidated  re¬ 
turn  is  required  for  the  taxable  year  im¬ 
der  the  provisions  of  paragraph  (a)  (2) 
of  this  section,  the  filing  of  separate  re¬ 
turns  by  the  members  of  the  group  for 
such  year  shall  not  be  considered  as  the 
making  of  a  return  for  the  purpose  of 
computing  any  period  of  limitation  with 
respect  to  such  consolidated  return  un¬ 
less  there  is  attached  to  each  such  sep¬ 
arate  return  a  statement  setting  forth — 

(i)  That  the  income  of  the  member 
was  included  in  a  consolidated  return 
filed  for  the  immediately  preceding  tax¬ 
able  year,  and 

(ii)  The  reasons  for  the  grroup’s  belief 
that  a  consolidated  return  is  not  required 
for  the  taxable  year. 

(h)  Method  of  filing  return  and 
forms — (1)  Consolidated  return  made  by 
common  parent  corporation.  The  con¬ 
solidated  return  shall  be  made  tm 
Form  1120  for  the  group  by  the  common 


parent  corporation.  The  consolidated 
return,  with  Form  851  (affiliations  sched¬ 
ule)  attached,  shall  be  filed  with  the  dis¬ 
trict  director  with  whom  the  common 
parent  would  have  filed  a  separate  re¬ 
turn. 

(2)  Filing  of  Form  1122  for  first  year. 
If,  under  the  provisions  of  paragraph  (a) 
(1)  of  this  section,  a  group  wishes  to 
exercise  its  privilege  of  filing  a  consoli¬ 
dated  return,  then  a  Form  1122  must  be 
executed  by  each  subsidiary  corporation 
and  must  be  attached  to  the  consolidated 
return  for  such  year.  In  addition,  each 
such  subsidiary  must  file  a  signed  copy  of 
such  Form  1122  on  or  before  the  due 
date  for  the  filing  of  the  common  par¬ 
ent’s  return  for  such  year  (including  ex¬ 
tensions  of  time)  with  the  district  di¬ 
rector  with  whom  such  subsidiary  cor¬ 
poration  would  have  filed  its  separate  re¬ 
turn.  Form  1122  shall  not  be  required 
for  any  subsequent  taxable  year  for  which 
a  consolidated  return  is  required  imder 
the  provisions  of  paragraph  (a)  (2)  of 
this  section. 

(3)  Persons  qualified  to  execute  re¬ 
turns  and  forms.  Each  return  or  form 
required  to  be  made  or  prepared  by  a 
corporation  must  be  executed  by  the  per¬ 
son  authorized  under  section  6062  to  ex¬ 
ecute  returns  of  separate  corporations. 

§  1.1502—76  Taxable  year  of  members 
of  group. 

(a)  Taxable  year  of  members  of 
group — (1)  Change  to  parent’s  taxable 
year.  The  consolidated  return  of  a  group 
must  be  filed  on  the  basis  of  the  common 
parent’s  taxable  year  and  each  subsidiary 
must  adopt  the  common  parent’s  an¬ 
nual  accounting  period  for  the  first  con¬ 
solidated  return  year  for  which  the  sub¬ 
sidiary’s  income  is  includible  in  the  con¬ 
solidated  return. 

(2)  Includible  insurance  company  as 
member  of  group.  If  an  includible  in¬ 
surance  company  required  by  section  843 
to  file  its  return  on  the  basis  of  a  cal¬ 
endar  year  is  a  member  of  the  group  and 
if  the  conunon  parent  of  such  group  files 
its  return  on  the  basis  of  a  fiscal  year, 
then  the  first  consolidated  return  which 
includes  the  income  of  such  Insurance 
company  may  be  filed  on  the  basis  of  the 
conunon  parent’s  fiscal  year,  provided, 
however,  that  if  such  insurance  company 
Ls  a  member  of  the  group  on  the  Isust  day 
of  the  conunon  parent’s  taxable  year  all 
members  of  the  group  change  to  a  cal¬ 
endar  year  basis  effective  immediately 
after  the  close  of  such  fiscal  year. 

(b)  Income  to  be  included  in  returns 
for  taxable  year — (1)  Inclusion  of  in¬ 
come  in  consolidated  return.  The  con¬ 
solidated  return  of  a  group  must  include 
the  income  of  the  conunon  parent  for  its 
entire  taxable  year  (excluding  any  por¬ 
tion  of  such  taxable  year  for  which  its 
Income  is  properly  included  in  the  con¬ 
solidated  return  of  another  group)  and, 
except  as  provided  in  subparagraph  (5) 
of  this  paragraph,  the  income  of  each 
subsidiary  for  the  portion  of  such  taxable 
year  during  which  it  was  a  member  of 
the  group. 

(2)  Separate  return  for  period  not  in¬ 
cluded  in  a  consolidated  return.  If  the 
consolidated  return  of  a  group  properly 
includes  the  income  of  a  corporation  for 
only  a  portion  of  such  corporation’s  tax- 
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able  year  (determined  without  regard  to 
a  change  of  its  taxable  year  imder  para¬ 
graph  (a)  of  this  section),  then  the 
income  for  the  portion  of  such  taxable 
year  not  included  in  the  consolidated 
return  must  be  included  in  a  separate 
return  (or,  if  such  corporation  is  a  mem¬ 
ber  of  another  group  which  files  a  con¬ 
solidated  return  for  such  portion  of  such 
year,  then  in  such  consolidated  return) . 
If  the  income  for  the  portion  of  the  tax¬ 
able  year  is  Included  in  a  separate  re¬ 
turn,  then  such  income  shall  be  placed 
on  an  annual  basis  pursuant  to  section 
443(b). 

(3)  Examples.  The  provisions  of  sub- 
paragraphs  (1)  and  (2)  of  this  para¬ 
graph  may  be  illustrated  by  the  follow¬ 
ing  examples: 

Example  (1).  Corporations  X  and  Y  filed 
separate  returns  for  the  calendar  year  1965. 
As  of  the  close  of  Jtme  30,  1666,  X  acquired 
all  of  the  stock  of  Y.  If  X  files  a  consoli¬ 
dated  return  for  1966,  it  must  Include  in  such 
return  Its  Income  for  the  entire  taxable 
year  and  the  Income  of  Y  for  the  period 
July  1,  1966,  through  December  31,  1966. 
Y  must  include  Its  Income  for  the  period 
January  1,  1966,  through  June  30,  1966,  in  a 
separate  return. 

Example  (2).  Corporations  P  and  S,  a 
group  of  corporations,  filed  a  consolidated 
return  for  the  calendar  year  1965.  As  of  the 
close  of  June  30,  1066,  all  of  the  stock  of 
8  was  sold  to  individual  A.  P  must  file  a 
consolidated  return  for  1966  including  P’s 
income  for  the  entire  taxable  year  and  the 
income  of  S  for  the  period  January  1,  1066, 
tbrou^  June  30,  1966.  S  must  file  a  sepa¬ 
rate  return  for  the  period  July  1,  1966, 
through  December  31,  1066. 

Example  (J).  Assiime  the  same  facts  as 
in  example  (2)  plus  the  additional  fact  that 
as  of  the  close  of  July  31,  1966,  P  acquired 
all  the  stock  of  corporation  T  (which  filed 
separate  returns  on  the  basis  of  a  fiscal  year 
ending  November  30) ,  and  that  P  and  T  filed 
a  consolidated  return  for  1966.  P  must  file 
two  consolidated  returns  for  1966.  The  con¬ 
solidated  return  of  P  and  S  for  1066  must 
include  P’s  income  for  the  entire  taxable 
year,  excluding  that  portion  of  such  year 
(August  1  through  December  31)  for  which 
its  income  is  includible  in  the  consolidated 
return  of  P  and  T.  Hie  consolidated  return 
of  P  and  T  for  1966  must  include  P’s  incmne 
for  its  entire  taxable  year,  excluding  that 
portion  of  the  taxable  year  (January  1 
through  July  31)  for  which  P’s  incmne  is 
included  in  the  consolidated  return  of  P 
and  S,  and  including  the  incmne  of  T  for 
the  period  August  1  through  December  31. 
T  must  file  a  separate  retium  for  the  period 
December  1,  1966,  through  July  31,  1966. 

(4)  Allocation  of  income  between  sep¬ 
arate  and  consolidated  returns.  (1)  If 
the  taxable  income  of  a  member  for  a 
taxable  year  (determined  without  regard 
to  a  change  of  its  year  under  paragraph 
(a)  of  this  section)  must  be  included  in 
part  in  a  consolidated  return  and  in  part 
in  a  s^arate  return  (or  a  consolidated 
return  of  another  group),  the  taxable 
income  to  be  reported  in  each  such  re¬ 
turn  shall  be  determined  on  the  basis 
of  its  income  shown  on  its  permanent 
records  (including  work  papers). 

(ii)  If  the  income  to  be  reported  in 
each  such  return  cannot  be  clearly  de¬ 
termined  from  the  permanent  records, 
the  inomne  for  such  taxable  year  (deter¬ 
mined  without  regard  to  a  change  of  its 
year)  to  be  included  in  each  such  re¬ 
turn  shall  be  the  Income  for  such  full 
taxable  year  multiplied  by  a  fraction,  the 
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numerator  of  which  is  the  number  of  days 
for  which  its  huxxne  is  to  be  included  in 
each  such  return  and  the  denominator  of 
which  is  the  total  number  of  days  in  such 
year. 

(5)  Period  of  30  days  or  less  may  be 
disregarded.  For  purposes  of  the  reg¬ 
ulations  imder  section  1502 — 

(1)  If  within  30  days  after  the  begin¬ 
ning  of  a  corporation’s  taxable  year  (de¬ 
termined  without  regard  to  the  required 
change  to  the  parent’s  taxable  year)  it 
becomes  a  member  of  a  group,  then  such 
corporation  may  at  its  option  be  con¬ 
sidered  to  have  become  a  member  of  the 
group  as  of  the  beginning  of  the  first  day 
of  such  corporation’s  taxable  year,  or 

(ii)  If,  during  a  consolidated  return 
year  of  a  group,  a  corporation  (other 
than  a  corporation  created  or  organized 
in  such  year  by  a  member  of  the  group) 
has  been  a  member  of  such  group  for  a 
period  of  30  days  or  less,  then  such  cor¬ 
poration  may  at  its  <Hition  be  considered 
as  not  having  been  a  member  of  the 
group  during  such  year. 

(6)  Examples.  ’The  provisions  of  sub- 
paragraph  (5)  of  this  paragraph  may  be 
illustrated  by  the  following  examples: 

Example  (1).  Corporation  P.  a  common 
parent  corporation,  filed  a  consolidated  re¬ 
turn  for  the  calendar  year  1965.  As  of  the 
close  of  July  14,  1966,  P  acquired  all  of  the 
stock  of  corporation  S.  S  filed  its  separate 
returns  on  the  basis  of  the  fiscal  year  ending 
June  30.  P  files  a  consolidated  return  for 
1966.  Since  S  became  a  member  of  the  group 
within  30  days  after  the  beginning  of  its  tax¬ 
able  year,  S  may  at  its  option  include  its  in¬ 
come  in  such  consolidated  return  for  the  pe¬ 
riod  July  1, 1966  (the  beginning  of  its  taxable 
year) ,  through  December  31,  1966,  in  Ueu  of 
the  period  July  IS,  1966,  through  December 
31, 1966. 

Example  (2).  Assiune  the  same  facts  as 
in  example  (1)  except  that  P  acquired  all  of 
the  stock  of  S  as  of  the  close  of  December  14, 
1966.  Since  S  has  been  a  monber  of  the 
group  for  a  period  of  30  days  or  less  during 
the  group’s  calendar  year  1966,  S  may  at  Its 
option  not  Include  any  of  its  income  in  the 
consolidated  return  filed  for  1966. 

(c)  Time  for  making  separate  returns 
for  periods  not  included  in  consolidated 
return — (1)  Consolidated  return  filed  by 
due  date  for  separate  return.  If  the 
group  has  filed  a  consolidated  return  on 
or  before  the  due  date  for  the  filing  of 
a  subsidiary’s  separate  return  (including 
extensions  of  time  and  determined  with¬ 
out  regard  to  any  change  of  its  taxable 
year  required  under  paragraph  (a)  of 
this  section),  then  the  separate  return 
for  any  portion  of  the  subsidiary’s  tax¬ 
able  year  for  which  its  income  is  not  in¬ 
clude  in  the  consolidated  return  of  the 
group  must  be  filed  no  later  than  the  due 
date  of  such  consolidated  return  (includ¬ 
ing  extensions  of  time) . 

(2)  Consolidated  return  not  filed  by 
due  date  for  separate  return.  U  the 
group  has  not  fil^  a  consolidated  return 
on  or  before  the  due  date  for  the  filing 
of  a  subsidiary  corporation’s  separate 
return  (including  extensions  of  time  and 
determined  without  regard  to  any  change 
of  its  taxable  year  required  under  para¬ 
graph  (a)  of  this  section),  then  on  or 
before  such  due  date  such  subsidiary  may 
make  a  separate  return  for  the  portion 
of  its  taxable  year  for  which  its  income 
would  not  be  included  in  a  consolidated 


return  if  such  a  return  were  filed,  or  it 
may  make  a  separate  return  for  its  com¬ 
plete  taxable  year.  However,  if  a  sep¬ 
arate  return  is  filed  for  such  portion  of 
its  taxable  year  and  the  group  subse¬ 
quently  does  not  file  a  consolidated  re¬ 
turn,  such  subsidiary  corporation  shall 
file  a  substituted  return  for  its  complete 
taxable  year  not  later  than  the  due  date 
(including  extensions  of  time)  prescribed 
for  the  filing  of  the  common  parent’s 
return.  On  the  other  hand,  if  the  re¬ 
turn  is  filed  for  the  subsidiary’s  cmnplete 
taxable  year  and  the  group  later  makes 
a  consolidated  return,  such  subsidiary 
must  file  an  amended  return  not  later 
than  the  due  date  (including  extensions 
of  time)  for  the  filing  of  the  consolidated 
return  of  the  group.  Such  amended  re¬ 
turn  shall  be  for  that  portion  of  such 
subsidiary’s  taxable  year  which  is  not 
included  in  the  consolidated  return.  If, 
imder  the  provisions  of  this  subpara¬ 
graph,  a  substituted  retium  must  be  filed, 
then  the  return  previously  filed  shall  not 
be  considered  a  return  within  the  mean¬ 
ing  of  section  6011.  If,  under  the  provi¬ 
sions  .of  this  subparagraph,  a  substituted 
or  amended  return  must  be  filed,  then, 
for  purposes  of  sections  6513(a)  and 
6601(a) ,  the  last  date  prescribed  for  pay¬ 
ment  of  tax  shall  be  the  due  date  (not 
including  extensions  of  time)  for  the 
filing  of  the  subsidiary’s  separate  return 
(determined  without  regard  to  this  sub- 
paragraph  and  without  regard  to  any 
change  of  its  taxable  year  required  imder 
paragraph  (a)  of  this  section)  > 

(3)  Examples.  The  provisions  of  this 
paragraph  may  be  illustrated  by  the  fol¬ 
lowing  examples: 

Example  (J).  Corporation  P,  which  filed 
a  separate  return  for  the  calendar  year  1966, 
acquires  aU  of  the  stock  of  ccM'pcMution  S  as 
of  the  close  of  December  31,  1966.  Corpora¬ 
tion  S  repeats  its  Income  on  the  basis  of  a 
fiscal  year  ending  March  31.  On  June  15, 
1967,  the  due  date  for  the  filing  of  a  separate 
return  by  S  (assuming  no  extensions  of 
time),  a  consolidated  return  has  not  been 
filed  for  the  group  (P  and  S) .  On  such  date 
S  may  either  file  a  return  tor  the  period 
AprU  1,  1966,  through  December  31,  1966,  or 
it  may  file  a  return  for  the  comifiete  fiscal 
year  ending  March  31,  1967.  If  It  files  a 
return  for  the  short  period  ending  December 
31,  1966,  and  If  the  group  elects  not  to  file 
a  consolidated  return  for  the  calendar  year 
1967,  S.  on  or  before  March  15.  1968  (the  due 
date  of  P’s  return,  assuming  no  extensions 
of  time) ,  must  file  a  substituted  return 
for  the  complete  fiscal  year  ending  March  31, 
1967,  In  Ueu  of  the  return  previously  filed  for 
the  short  period.  Interest  Is  computed  from 
June  15, 1967. 

Example  (2).  Assume  the  same  facts  as 
in  example  (1)  except  that  corporation  P 
acquires  aU  of  the  stock  of  corporation  S 
at  the  close  of  S^tember  30,  1967,  and  that 
P  files  a  consolidated  return  for  the  group 
for  1067  on  March  16,  1968  (not  having  ob- 
tcUned  any  extensions  of  time).  Since  a 
consolidated  return  has  been  filed  on  or  be¬ 
fore  the  due  date  (June  15,  1968)  for  the  fil¬ 
ing  of  the  separate  return  tar  the  taxable 
year  ending  March  31,  1968,  the  return  of  S 
for  the  sb(»t  taxable  year  beginning  April 
1,  1967,  and  ending  September  30.  1967, 
should  be  filed  no  later  than  March  15.  1968. 

(d)  Taxable  year  of  less  than  12 
months.  Any  period  of  less  than  12 
months  for  which  either  a  separate  re¬ 
turn  or  a  consolidated  return  is  filed  un- 
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der  the  provisions  of  this  section  shall 
be  considered  as  a  separate  taxable  year. 

§  1.1502—77  CxMnmon  parent  agent  for 
subsidiaries. 

( a)  Scope  of  agency  of  common  parent 
corporation.  The  common  parent,  for 
all  purposes  other  than  the  making  of 
the  consent  required  by  paragraph 
(a)(1)  of  s  1.1502-75.  shall  be  the  sole 
agent  for  each  subsidiary  in  the  group, 
duly  authorized  to  act  in  its  own  name  in 
all  matters  relating  to  the  tax  liability 
for  the  consolidated  return  year.  No 
subsidiary  shall  have  authority  to  act 
for  or  to  represent  itself  in  any  such  mat¬ 
ter.  For  example,  any  election  available 
to  a  subsidiary  corporation  in  the  com¬ 
putation  of  its  seperate  taxable  income 
must  be  made  by  the  common  parent,  as 
must  any  change  in  an  election  previously 
made  by  the  subsidiary  corporation;  all 
correspondence  will  be  carried  on  directly 
with  the  common  parenit;  the  common 
parent  shall  file  for  all  extensions  of  time 
Including  extensions  of  time  for  pay¬ 
ment  of  tax  under  section  6164;  notices 
of  deficiencies  will  be  mailed  only  to  the 
common  parent,  and  the  mailing  to  the 
common  parent  shall  be  considered  as  a 
mailing  to  each  subsidiary  in  the  group; 
notice  and  demand  for  payment  of  taxes 
will  be  given  only  to  the  common  parent 
and  such  notice  and  demand  will  be  con¬ 
sidered  as  a  notice  and  demand  to  each 
subsidiary;  the  common  parent  will  file 
petitions  and  conduct  proceedings  before 
the  Tax  Court  of  the  IJnited  States,  and 
any  such  petition  shall  be  considered  as 
also  having  been  filed  by  each  such  sub¬ 
sidiary.  The  common  parent  will  file 
claims  for  refund  or  credit,  and  any  re¬ 
fund  will  be  made  directly  to  and  in  the 
name  of  the  common  parent  and  will  dis¬ 
charge  any  liability  of  the  Government 
in  respect  thereof  to  any  such  subsid¬ 
iary;  and  the  common  parent  in  its 
name  will  give  waivers,  give  bonds,  and 
execute  closing  agreements,  offers  in 
compromise,  and  all  other  documents, 
and  any  waiver  or  bond  so  given,  or 
agreement,  offer  in  compromise,  or  any 
other  document  so  executed,  shall  be  con. 
sidered  as  having  also  been  given  or  exe¬ 
cuted  by  each  such  subsidiary.  Notwith¬ 
standing  the  provisions  of  this  para¬ 
graph,  any  notice  of  deficiency,  in  respect 
of  the  tax  for  a  consolidated  return  year, 
will  name  each  corporation  which  was  a 
member  of  the  group  during  any  part  of 
such  period  (but  a  failure  to  include  the 
name  of  any  such  member  will  not  affect 
the  validity  of  the  notice  of  deficiency  as 
to  the  other  members) ;  any  notice  and 
demand  for  payment  will  name  each 
corporation  which  was  a  member  of  the 
group  during  any  part  of  such  period 
(but  a  failure  to  include  the  name  of  any 
such  member  will  not  affect  the  validity 
of  the  notice  and  demand  as  to  the  other 
members) ;  and  any  levy,  any  notice  of 
a  lien,  or  any  other  proceeding  to  col¬ 
lect  the  amount  of  any  assessment,  after 
the  assessment  has  been  made,  will  name 
the  corporation  from  which  such  collec¬ 
tion  is  to  be  made.  The  provisions  of 
this  paragraph  shall  apply  whether  or 
not  a  consolidated  return  is  made  for  any 
subsequent  year,  and  whether  or  not  one 
or  more  subsidiaries  have  become  or  have 


ceased  to  be  members  of  the  grroup  at  any 
time.  Notwithstanding  the  provisions 
of  this  paragraph,  the  district  director 
may.  upon  notifjdng  the  common  parent, 
deal  directly  with  any  member  of  the 
group  in  respect  of  its  liability,  in  which 
event  such  member  shall  have  full  au¬ 
thority  to  act  for  itself. 

(b)  Notification  of  deficiency  to  cor¬ 
poration  which  has  ceased  to  be  a  mem¬ 
ber  of  the  group.  If  a  subsidiary  has 
ceased  to  be  a  member  of  the  group  and 
if  such  subsidiary  files  written  notice 
of  such  cessation  with  the  district  direc¬ 
tor  with  whom  the  consolidated  return 
is  filed,  then  such  district  director  upon 
request  of  such  subsidiary  will  furnish 
it  with  a  copy  of  any  notice  of  deficiency 
in  respect  of  the  tax  for  a  consolidated 
retxim  year  for  which  it  was  a  member 
and  a  copy  of  any  notice  and  demand  for 
payment  of  such  deficiency.  The  filing 
of  such  written  notification  and  request 
by  a  corporation  shall  not  have  the  ef¬ 
fect  of  limiting  the  scope  of  the  agency 
of  the  common  parent  provided  for  in 
paragraph  (a)  of  this  section  and  a 
failure  by  such  district  director  to  com¬ 
ply  with  such  written  request  shall  not 
have  the  effect  of  limiting  the  tax  lia¬ 
bility  of  such  corporation  provided  for 
in  S  1.1502-6. 

(c)  Effect  of  waiver  given  by  common 
parent.  An  agreement  entered  into  by 
the  common  parent  extending  the  time 
within  which  an  assessment  may  be 
made  or  levy  or  proceeding  in  court  be¬ 
gun  in  respect  of  the  tax  for  a  consoli¬ 
dated  return  year  shall  be  applicable — 

(1)  To  each  corporation  which  was 
a  member  of  the  group  during  any  part 
of  such  taxable  year,  and 

(2)  To  each  corporation  the  income 
of  which  was  included  in  the  consolidated 
return  for  such  taxable  year,  notwith¬ 
standing  that  the  tax  liability  of  any 
such  corporation  is  subsequently  com¬ 
puted  on  the  basis  of  a  separate  return 
under  the  provisions  of  §  1.1502-75. 

(d)  Effect  of  dissolution  of  common 
parent  corporation.  If  the  common 
parent  corporation  contemplates  dissolu¬ 
tion,  or  is  about  to  be  dissolved,  or  if  for 
any  other  reason  its  existence  is  about  to 
terminate,  it  shall  forthwith  notify  the 
district  director  with  whom  the  consoli¬ 
dated  return  is  filed  of  such  fact  and  des¬ 
ignate,  subject  to  the  approval  of  such 
district  director,  another  member  of  the 
group  to  act  as  agent  in  its  place  to  the 
same  extent  and  subject  to  the  same  con¬ 
ditions  and  limitations  as  are  applicable 
to  the  common  parent.  If  the  notice 
thus  required  is  not  given  by  the  common 
parent,  the  remaining  members  of  the 
group  may.  subject  to  the  approval  of 
such  district  director,  designate  another 
member  of  the  group  to  act  as  such 
agent,  and  notice  of  such  designation 
shall  be  given  to  such  district  director. 
Until  a  notice  in  writing  designating  a 
new  agent  has  been  received  by  such  dis¬ 
trict  director,  any  notice  of  deficiency  or 
other  communication  mailed  to  the  com¬ 
mon  parent  shall  be  considered  as  having 
been  prc^rly  mailed  to  the  agent  of  the 
group;  or,  if  such  district  director  has 
reason  to  believe  that  the  existence  of 
the  common  parent  has  terminated,  he 
may,  if  he  deems  it  advisable,  deal  di¬ 


rectly  with  any  manber  of  the  group  in 
respect  of  its  liability. 

§  1.1502—78  Tentative  carryback  adjust¬ 
ments. 

(a)  General  rule.  If  a  group  sustains 
a  consolidated  net  operating  loss  for  any 
taxable  year,  then  any  application  under 
section  6411  for  a  tentative  carryback 
adjustment  of  the  taxes  for  a  consoli¬ 
dated  return  year  or  years  preceding  the 
loss  year  shall  be  made  by  the  common 
parent  corporation  to  the  extent  such 
consolidated  net  operating  loss  is  not  ap¬ 
portioned  to  a  corporation  for  a  separate 
return  year  pursuant  to  paragraph  (a) 
of  §  1.1502-79.  In  the  case  of  the  portion 
of  a  consolidated  net  operating  loss  to 
which  the  preceding  sentence  does  not 
apply,  and  in  the  case  of  a  net  operat¬ 
ing  loss  sustained  in  a  separate  return 
year  which  may  be  carried  back  to  a  con¬ 
solidated  return  year,  the  corporation  or 
corporations  to  which  any  such  loss  is 
attributable  shall  make  any  application 
under  section  6411. 

(b)  Special  rules — (1)  Payment  of  re¬ 
fund.  Any  refund  allowable  under  an 
application  referred  to  in  paragraph  (a) 
of  this  section  shall  be  made  directly  to 
and  in  the  name  of  the  corporation  filing 
the  application,  except  that  in  all  cases 
where  the  loss  is  deducted  from  the  con¬ 
solidated  taxable  income  of  a  consoli¬ 
dated  return  year,  any  refund  shall  be 
made  directly  to  and  in  the  name  of  the 
common  parent  corporation.  The  pay¬ 
ment  of  any  such  refund  shall  discharge 
any  liability  of  the  Government  with  re¬ 
spect  to  such  refund. 

(2)  Several  liability.  If  a  group  filed 
a  consolidated  return  for  a  taxable  year 
for  which  there  was  an  adjustment  by 
reason  of  an  application  imder  section 
6411,  and  if  a  deficiency  is  assessed 
against  such  group  under  section  6213 
(b)  (2) ,  then  each  member  of  such  group 
shall  be  severally  liable  for  such  defi¬ 
ciency  including  any  interest  or  penalty 
assessed  in  connection  with  such  defi¬ 
ciency. 

(c)  Examples.  The  provisions  of  par¬ 
agraphs  (a)  and  (b)  of  this  section  may 
be  illustrated  by  the  following  examples; 

Example  {!).  Corporations  P.  8,  and  S-1 
filed  a  consolidated  return  for  the  calendar 
year  1966.  P,  S,  and  S-1  also  filed  a  con¬ 
solidated  return  fix'  the  calendar  year  1969. 
The  group  Incurred  a  consoUdated  net  op¬ 
erating  loss  In  1969  attributable  to  3-1  which 
may  be  carried  back  to  1966  as  a  consolidated 
net  operating  loss  carryback.  If  a  tentative 
carryback  adjustment  Is  desired,  P,  the  com¬ 
mon  parent,  must  file  an  application  under 
section  6411  and  any  refund  will  be  made 
to  P. 

Example  (2).  Assiune  the  same  facts  as 
In  example  (1)  except  that  P,  8,  and  S-1  filed 
separate  returns  for  the  calendar  year  1969, 
even  though  they  were  members  of  the  same 
group  for  such  year.  S-1  Incurred  a  net 
operating  loss  In  1969  which  may  be  carried 
back  to  1966.  If  a  tentative  carryback  ad¬ 
justment  is  desired,  S-1  m\ist  file  an  applica¬ 
tion  under  section  6411  and  any  refund  from 
such  application  will  be  made  to  P. 

Example  (3).  Corporations  X,  Y,  and  Z 
filed  a  consolidated  return  for  the  calendar 
year  1966.  Z  ceased  to  be  a  member  of  the 
group  In  1967.  Z  filed  a  separate  return  for 
1968  whUe  X  and  Y  filed  a  consoUdated 
return  for  such  year.  The  group  Incurred  a 
consolidated  net  operating  loss  In  1968  at¬ 
tributable  to  Y,  which  may  be  carried  back 


FEDERAL  REGISTER 


12589 


Friday,  October  1,  1965 


to  1966.  Z  also  inctirred  a  net  operating 
loss  for  1968  which  may  be  carried  back  to 
1966.  If  a  tentative  carryback  adjustment  Is 
claimed  with  respect  to  the  consolidated  net 
operating  loss,  X,  the  common  parent,  mtist 
file  an  application  under  section  6411.  If 
a  tentative  carryback  adjustment  Is  desired 
with  respect  to  Z's  loss,  Z  must  file  an  appli¬ 
cation.  Any  refunds  attributable  to  either 
application  will  be  made  to  X.  If  an  assess¬ 
ment  is  made  under  section  6213(b)  (2)  to 
recover  an  excessive  tentative  allowance  made 
with  respect  to  calendar  year  1966,  X,  Y,  and 
Z  are  severally  liable  for  such  assessment. 

Example  (4).  Corporations  L  and  M  filed 
a  consolidated  return  for  the  calendar  year 
1966.  Corporation  N  filed  a  separate  return 
for  such  year.  Later,  N  became  a  member  of 
the  group  and  filed  a  consolidated  retiirn 
with  the  group  for  the  calendar  year  1968. 
The  group  incurred  a  consolidated  net  oper¬ 
ating  loss  in  1968  attributable  to  N  which 
may  be  carried  back  to  N’s  separate  return 
for  1966.  If  a  tentative  carryback  adjust¬ 
ment  Is  desired,  N  must  file  an  application 
under  section  6411  and  any  refund  will  be 
made  directly  to  N. 

§  1.1502—79  Separate  return  years. 

(a)  Carryover  and  carryback  of  con¬ 
solidated  net  operating  losses  to  sepa¬ 
rate  return  years — (1)  In  general.  If  a 
consolidated  net  operating  loss  can  be 
carried  under  the  principles  of  section 
172(b)  and  paragraph  (b)  of  §  1.1502-21 
to  a  separate  return  year  of  a  corpora¬ 
tion  (or  could  have  been  so  carried  if 
such  corporation  were  in  existence) 
which  was  a  member  of  the  group  in  the 
year  in  which  such  loss  arose,  then  the 
portion  of  such  consolidated  net  operat¬ 
ing  loss  attributable  to  such  corporation 
(as  determined  under  subparagraph  (4) 
of  this  paragraph)  shall  be  apportioned 
to  such  corporation  (and  any  successor 
to  such  corporation  in  a  transaction  to 
which  section  381(a)  applies)  and  shall 
be  a  net  operating  loss  carryover  or 
carryback  to  such  separate  return  year; 
accordingly,  such  portion  shall  not  be 
included  in  the  consolidated  net  operat¬ 
ing  loss  carryovers  or  carrybacks  to  the 
equivalent  consolidated  return  year. 
Thus,  for  example,  if  a  member  filed  a 
separate  retium  for  the  third  year  pre¬ 
ceding  a  consolidated  return  year  in 
which  a  consolidated  net  operating  loss 
was  sustained  and  if  any  portion  of  such 
loss  is  apportioned  to  such  member  for 
such  separate  return  year,  such  portion 
may  not  be  carried  back  by  the  group  to 
its  third  yesu*  preceding  such  consoli¬ 
dated  return  year. 

(2)  Nonapportionment  to  certain 
members  not  in  existence.  Notwith¬ 
standing  subparagraph  (1)  of  this  para¬ 
graph,  the  portion  of  a  consolidated  net 
operating  loss  attributable  to  a  member 
shall  not  be  apportioned  to  a  prior  sepa¬ 
rate  return  year  for  which  such  member 
was  not  in  existence  and  shall  be  in¬ 
cluded  in  the  consolidated  net  operating 
loss  carrybacks  to  the  equivalent  consoli¬ 
dated  return  year  of  the  group  (or,  if 
such  equivalent  year  is  a  separate  return 
year  of  the  common  parent,  then  to  such 
separate  return  year),  provided  that 
such  member  was  a  member  of  the  group 
Immediately  after  its  organization. 

(3)  Apportionment  to  meml^s  whose 
stock  is  worthless.  Notwithstanding 
subparagraph  (1)  of  this  paragraph,  if 
the  stock  of  a  member  of  the  group 
owned  by  other  members  becomes  wholly 


worthless  (within  the  meaning  of  sec¬ 
tion  165(g) )  in  a  tsucsdile  year,  then  the 
portion  of  any  consolidate  net  operat¬ 
ing  loss  (for  such  year  or  any  prior  year) 
attributable  to  such  member  shall  be 
apportioned  to  it  for  subsequent  taxable 
years.  Such  portion  shall  be  treated  as 
a  loss  sustained  in  a  separate  return 
limitation  year  and  accordingly  shall  be 
Included  in  the  consolidated  net  operat¬ 
ing  loss  carryovers  to  such  subs^uent 
taxable  years  of  the  group  only  to  the 
extent  provided  in  paragraph  (c)  of 
§  1.1502-21. 

(4)  Portion  of  consolidated  net  oper¬ 
ating  loss  attributable  to  a  member. 
The  portion  of  a  consolidated  net  op¬ 
erating  loss  attributable  to  a  member  of 
a  group  is  an  amount  equal  to  the  con¬ 
solidate  net  operating  loss  multiplied 
by  a  fraction,  the  numerator  of  which 
is  the  separate  net  (H>erating  loss  of  such 
corporation,  and  tiie  denominator  of 
which  is  the  sum  of  the  separate  net 
operating  losses  of  all  members  of  the 
group  in  such  year  having  such  losses. 
For  purposes  of  this  subparagraph,  the 
separate  net  operating  loss  of  a  member 
of  the  group  shall  be  determined  under 
§  1.1502-12  (except  that  no  deduction 
shall  be  allowed  under  section  242) ,  ad¬ 
justed  for  the  following  items  taken  into 
account  in  the  computation  of  the  con¬ 
solidated  net  operating  loss: 

(i)  The  portion  of  the  consolidated 
dividends  received  deduction,  the  con¬ 
solidated  charitable  contributions  deduc¬ 
tions,  and  the  consolidated  section  247 
deduction,  attributable  to  such  member; 

(ii)  Such  member’s  net  capital  gain 
(determined  without  regard  to  any  net 
capital  loss  carryover  attributable  to 
such  member) ; 

(iii)  Such  member’s  net  capital  loss 
and  section  1231  net  loss,  reduce  by  the 
portion  of  the  consolidated  net  capital 
loss  attributable  to  such  member  (as 
determined  under  paragraph  (b)(2)  of 
this  section) ;  and 

(iv)  The  portion  of  any  consolidated 
net  capital  loss  carryover  attributable  to 
such  member  which  is  absorbed  in  the 
taxable  year. 

(5)  Example.  The  provisions  of  this 
paragraph  may  be  illustrated  by  the  fol¬ 
lowing  example: 

Example.  (1)  CkMrporation  P  was  formed 
on  January  1,  1966.  P  filed  a  sepcuute  re¬ 
turn  for  the  calendar  year  1966.  On  March 
15,  1967,  P  formed  omixnutlon  S.  P  and  S 
filed  a  consolidated  return  for  1967.  On 
January  1,  1968,  P  purchased  aU  the  atocfic 
of  corporation  T,  whlich  had  been  formed  In 
1967  and  had  filed  a  s^iarate  return  tor  Its 
taxable  year  ending  December  31,  1967. 

(11)  P,  S,  and  T  Join  In  the  filing  of  a  con¬ 
solidated  return  for  1968,  which  retm-n  re¬ 
flects  a  consolidated  net  operating  lose  of 
$11,000.  $2,000  of  such  consolidated  net 
operating  loss  Is  attributable  to  P,  $3,000  to 
S,  and  $6,000  to  T.  Such  apportloiiment  of 
the  consolidated  net  operating  loss  was  made 
on  the  basis  of  the  separate  net  operating 
losses  of  each  m^nber  as  determined  under 
subparagraph  (4)  of  this  paragraph. 

(Ul)  $5,000  ^  the  1968  oonsoUdated  net 
(^>erating  loss  can  be  carried  back  to  P’s 
separate  return  for  1966.  Such  amount  is 
the  portion  of  the  consolidated  net  operating 
loss  attributable  to  P  and  S.  Kven  though 
S  was  not  In  existence  In  1966,  the  portion 
attributable  to  S  can  be  carried  back  to  P’s 
sepcuate  return  year,  since  S  (imUke  T)  was 


a  membM  of  the  group  immediately  after  its 
organization.  ’The  1968  consolidated  net 
operating  loss  can  be  carried  back  against 
the  group’s  Income  In  1967  except-  to  the 
extent  (ije.,  $6,000)  that  It  Is  apportioned  to 
T  for  its  1967  separate  return  year  and  to 
the  extent  that  It  was  absorbed  In  P’s  1966 
separate  return  year.  ’The  portion  of  the 
1968  oonsoUdated  net  operating  loss  attribut¬ 
able  to  T  ($6,000)  Is  a  net  operating  loss 
carryback  to  its  1967  sepcurate  return. 

(b)  Carryover  of  consolidated  net 
capital  loss  to  separate  return  years — 
(1)  In  general.  If  a  consolidated  net 
capital  loss  can  be  carried  imder  the 
principles  of  section  1212  (a)  and  para¬ 
graph  (b)  of  9  1.1502-22  to  a  separate 
return  year  of  a  corporation  (or  could 
have  been  so  carried  if  such  corporation 
were  in  existence)  which  was  a  member 
of  the  group  in  the  year  in  which  such 
consolidated  net  capital  loss  arose,  then 
the  portion  of  such  consolidated  net 
capital  loss  attributable  to  such  corpo¬ 
ration  (as  determined  imder  subpara¬ 
graph  (2)  of  this  paragraph)  shall  be 
apportioned  to  such  corporation  (and 
any  successor  to  such  corporation  in  a 
transaction  to  which  section  381(a) 
applies)  under  the  principles  of  para¬ 
graph  (a)  (1),  (2)  and  (3)  of  this  section 
and  shall  be  a  net  capital  loss  carryover 
to  such  separate  return  year. 

(2)  Portion  of  consolidated  net  capital 
loss  attributable  to  a  member.  The  por¬ 
tion  of  a  consolidated  net  capital  loss 
attributable  to  a  member  of  a  group  is 
an  amount  equal  to  such  consolidated 
net  capital  loss  multiplied  by  a  fraction, 
the  numerator  of  which  is  the  net  capital 
loss  of  such  member,  and  the  denomi¬ 
nator  of  which  is  the  sum  of  the  net 
capital  losses  of  those  members  of  the 
group  having  net  capital  losses.  For 
purposes  of  this  subparagraph,  the  net 
capital  loss  of  a  member  of  the  group 
shall  be  determined  by  taking  into  ac¬ 
count  the  following: 

(1)  Such  member’s  net  capital  gain  or 
loss  (determined  without  regard  to  any 
net  capital  loss  carryover) ;  and 

(ii)  Such  member’s  section  1231  net 
loss,  reduced  by  the  portion  of  the  con¬ 
solidated  section  1231  net  loss  attribut¬ 
able  to  such  member. 

(c)  Carryover  and  carryback  of  con¬ 
solidated  unused  credit  to  separate  re¬ 
turn  years — (1)  In  general.  If  a  con¬ 
solidated  imused  credit  can  be  carried 
imder  the  principles  of  section  46(b)  and 
paragraph  (b)  of  9  1.1502-3  to  a  separate 
return  year  of  a  corporation  (or  could 
have  been  so  carried  if  such  corporation 
were  in  existence)  which  was  a  member 
of  the  group  in  the  year  in  which  such 
unused  credit  arose,  then  the  portion  of 
such  consolidated  unused  credit  attribut¬ 
able  to  such  corporation  (as  determined 
imder  subparagraph  (2)  of  this  para¬ 
graph)  shall  be  apportioned  to  such  cor¬ 
poration  (and  any  successor  to  such 
corporation  in  a  transaction  to  which 
section  381(a)  applies)  under  the  prin¬ 
ciples  of  paragraph  (a)  (1)  and  (2)  of 
this  section  and  shall  be  an  Investment 
credit  carryover  or  carryback  to  such 
separate  return  year. 

(2)  Portion  of  consolidated  unused 
credit  attributable  to  a  member — (i)  In¬ 
vestment  credit  carryback.  In  the  case 
of  a  consolidated  unused  credit  which 
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is  an  investment  credit  carryback,  the 
portion  of  such  consolidated  unused 
credit  attributable  to  a  member  of  the 
group  is  an  amount  equal  to  such  con¬ 
solidated  unused  credit  multiplied  by  a 
fraction,  the  niunerator  of  which  is  the 
credit  earned  of  such  member  for  the 
consolidated  unused  credit  year,  and  the 
denominator  of  which  is  the  consolidated 
credit  earned  for  such  unused  credit  year. 

(ii)  Investment  credit  carryover.  In 
the  case  of  a  consolidated  imused  credit 
which  is  an  investment  credit  carryover, 
the  portion  of  such  consolidated  unused 
credit  attributable  to  a  member  of  the 
group  is  an  amount  equal  to  such  con¬ 
solidated  imused  credit  multiplied  by  a 
fraction,  the  numerator  of  which  is  the 
credit  earned  with  respect  to  any  section 
38  property  placed  in  service  in  the  con¬ 
solidated  unused  credit  year  and  owned 
by  such  member  (whether  or  not  placed 
in  service  by  such  member)  at  the  close 
of  the  last  day  as  of  which  the  taxable 
Income  of  such  member  is  included  in  a 
consolidated  return  filed  by  the  group, 
and  the  denominator  of  which  is  the  con¬ 
solidated  credit  earned  for  such  unused 
credit  year. 

<d)  Carryover  and  carryback  of  con¬ 
solidated  unused  foreign  tax — (1)  In 
general.  If  a  consolidated  unused  for¬ 
eign  tax  can  be  carried  under  the  prin¬ 
ciples  of  section  904(d)  and  paragraph 
(e)  of  S  1.1502-4  to  a  separate  return  year 
of  a  corporation  (or  could  have  been  so 
carried  if  such  corporation  were  in  ex¬ 
istence)  which  was  a  member  of  the 
group  in  the  year  in  which  such  unused 
foreign  tax  arose,  then  the  portion  of 
such  consolidated  unused  foreign  tax  at¬ 
tributable  to  such  corporation  (as  deter¬ 
mined  imder  subparagraph  (2)  of  this 
paragraph)  shall  be  appxjrtioned  to  such 
corporation  (and  any  successor  to  such 
corporation  in  a  transaction  to  which 
section  381(a)  applies)  under  the  prin¬ 
ciples  of  paragraph  (a)  (1)  and  (2)  of 
this  section  and  shall  be  deemed  paid 
or  accrued  in  such  separate  return  year 
to  the  extent  provided  in  section  904(d) . 

(2)  Portion  of  consolidated  unused 
foreign  tax  attributable  to  a  member. 
The  portion  of  a  consolidated  imused 
foreign  tax  for  any  ye&r  attributable  to 
a  member  of  a  group  Is  an  amount  equal 
to  such  consolidated  unused  foreign  tax 
multipled  by  a  fraction,  the  numerator 
of  wMch  is  the  foreign  taxes  paid  or 
accrued  for  such  year  (including  those 
taxes  deemed  paid  or  accrued,  other  than 
by  reason  of  section  9()4(d))  to  each 
foreign  country  or  possession  (or  to  all 
foreign  countries  or  possessions  if  the 
overall  limitation  is  effective)  by  such 
member,  and  the  denominator  of  which 
Is  the  aggregate  of  all  such  taxes  paid 
or  accrued  for  such  year  (including  those 
taxes  deemed  paid  or  accrued,  other  than 
by  reason  of  section  904(d))  to  each 
such  foreign  country  or  possession  (or 
to  all  foreign  countries  or  possessions  if 
the  overall  limitation  1b  effective)  by  all 
the  members  of  the  group. 

(e)  Carryover  of  consolidated  excess 
charitable  contributions  to  separate  re¬ 
turn  years — (1)  In  general.  It  the  con¬ 
solidated  excess  charitable  contributions 
for  any  taxable  year  can  be  carried  un¬ 
der  the  principle  of  section  170(b)  (2) 


and  paragraph  (b)  of  S  1.1502-24  to  a 
separate  return  year  of  a  corporation  (or 
could  have  been  so  carried  if  such  cor¬ 
poration  were  in  exlsteiioe)  which  was 
a  m«nber  of  the  group  in  the  year  in 
which  such  excess  contributions  arose, 
then  the  portion  of  such  consolidated 
excess  charitable  contributions  attribut¬ 
able  to  such  corporation  (as  determined 
under  subparagraph  (2)  of  this  para¬ 
graph)  sh^l  be  apportioned  to  such  cor¬ 
poration  (and  any  successor  to  such 
corporation  in  a  transaction  to  which 
section  381(a)  applies)  under  the  prin¬ 
ciples  of  paragraph  (a)  (1)  and  (2)  of 
this  section  and  shall  be  a  charitable 
contribution  carryover  to  such  separate 
return  year. 

(2)  Portion  of  consolidated  excess 
charitable  contributions  attributable  to 
a  member.  The  portion  of  the  consoli¬ 
dated  excess  charitable  contributions 
attributable  to  a  member  of  a  group  is 
an  amount  equal  to  such  consolidated  ex¬ 
cess  contributions  multiplied  by  a  frac¬ 
tion,  the  numerator  of  which  is  the 
charitable  contributions  paid  by  such 
member  for  the  taxable  year,  and  the 
denominator  of  which  is  the  aggregate 
of  all  such  charitable  contributions  paid 
for  such  year  by  all  the  members  of  the 
group. 

(f)  Intercompany  transactions — (1) 
Intercompany  transactions  other  than 
deferred  intercompany  transactions.  In 
certain  cases  a  member  of  the  group  must 
take  into  account  in  a  separate  return 
year  an  item  of  income  or  a  deduction 
which  it  otherwise  would  have  taken  into 
account  in  earlier  consolidated  return 
years.  See  paragraph  (b)  (2)  of  §  1.1502- 
13. 

(2)  Deferred  intercompany  transac¬ 
tions.  See  paragraphs  (d) .  (e) ,  and  (f ) 
of  §  1.1502-13  for  rules  with  req>ect  to 
restoration  of  deferred  gains  and  losses 
in  sei>arate  return  years. 

§  1.1502—80  Applicability  of  other  pro¬ 
visions  of  law. 

The  Code,  or  other  law,  shall  be  appli¬ 
cable  to  the  group  to  the  extent  the  regu¬ 
lations  do  not  exclude  its  application. 
Thus,  for  example,  in  a  transaction  to 
which  section  381(a)  fq>plies,  the  ac¬ 
quiring  corporation  will  succeed  to  the 
tax  attributes  described  in  section  381 
(c) .  Furthermore,  sections  482  and  269 
apply  for  any  consolidated  return  year. 

Regulations  Appucable  to  Taxable 
Years  Price  TO  January  1, 1966 

§  1.1502— OA  Introductory. 

The  regulations  prescribed  under  sec¬ 
tion  1502  of  Uie  Internal  Revenue  Code 
of  1954  are  applicable  in  the  case  of  all 
corporations  (with  certain  statutory  ex¬ 
ceptions)  to  taxable  years  beginning 
after  December  31.  1953,  and  ending 
after  August  16,  1954,  and  with  respect 
to  such  taxable  years,  the  regulations 
imder  section  1502  supersede  26  CFR 
(1939)  part  24  (Regulations  129).  Any 
provision  of  the  regulations  under  such 
section,  the  applicability  of  which  is 
stated  in  terms  of  a  specific  date  (occur¬ 
ring  after  December  31, 1953)  or  in  terms 
of  taxable  years  ending  after  a  specific 
date  (occurring  after  December  31. 
1953) ,  shall  apply  to  taxable  years  end¬ 


ing  after  such  specific  date.  Each  such 
provision  shall  in  the  case  of  a  taxable 
year  subject  to  26  CFR  (1939)  part  24 
(Regulations  129) ,  be  deemed  included  in 
26  CFR  (1939)  part  24  (Regulations  129) 
but  shall  be  applicable  only  to  taxable 
years  ending  after  such  specific  date. 
The  provisions  of  26  CTR  (1939)  part  24 
(Regulations  129),  superseded  by  provi¬ 
sions  of  the  regulations  under  section 
1502,  the  applicability  of  which  is  stated 
in  terms  of  a  specific  date  (occurring 
after  December  31, 1953)  shall  be  deemed 
to  be  included  in  the  regulations  under 
such  section  but  shall  be  applicable  only 
to  the  period  prior  to  the  taking  effect  of 
the  corresponding  provision  of  the  regu¬ 
lations  under  such  section. 

§  1.1502— lA  Privilege  of  making  con¬ 
solidated  returns. 

(a)  Section  1501  gives  to  the  corpo¬ 
rations  of  an  affiliated  group  the  privi¬ 
lege  of  making  a  consolidated  income  tax 
return  for  the  taxable  year  in  lieu  of 
separate  returns.  This  privilege  is  given, 
however,  upon  the  condition  that  all 
corporations  which  have  been  members 
of  the  affiliated  group  at  any  time  during 
the  taxable  year  for  which  the  return  is 
made  consent  to  the  regulations  under 
section  1502  applicable  to  such  taxable 
year  and  any  amendments  thereof  duly 
prescribed  prior  to  the  last  day  pre¬ 
scribed  by  law  for  the  filing  of  the  re¬ 
turn;  and  the  making  of  the  consolidated 
return  is  considered  as  such  consent. 

(b)  With  respect  to  a  taxable  year  to 
which  26  CRR  (1939)  Part  24  (Regula¬ 
tions  129)  .as  amended  by  the  regulations 
under  section  1502  is  applicable,  the  reg¬ 
ulations  to  which  consent  is  made  are 
those  m  26  CFR  (1939)  Part  24  (Regula¬ 
tions  129) ,  as  amended,  and  as  further 
amended  by  the  regulations  under  such 
section.  With  respect  to  a  taxable  year 
to  which  the  regulations  under  section 
1502  are  applicable,  the  regulations  to 
which  consent  is  made  are  the  regula¬ 
tions  under  such  section  as  changed  to 
the  extent  that  portions  of  26  CFR 
(1939)  Part  24  (Regulaticms  129)  are 
applicable.  For  example,  in  the  case  of 
a  fiscal  year  ending  October  31, 1954,  the 
Internal  Revenue  Code  of  1939  and  26 
CFR  (1939)  Part  24  (Regulations  129) 
are  applicable  to  a  consolidated  return 
filed  for  such  year.  In  such  case.  If  the 
first  distribution  In  pursuance  of  a  plan 
of  complete  liquidation  of  a  member  of 
the  affiliated  group  occurs  on  or  after 
June  22.  1954,  §  1.1502-38A  Is  applicable 
in  lieu  of  26  CFR  (1939)  24.38  (Regula¬ 
tions  129) .  On  the  other  hand,  if  such  a 
distribution  occurs  before  June  22,  1954, 
26  cm  (1939)  24.38  (Regulations  129) 
is  applicable.  Similarly,  in  the  case  of  a 
return  filed  for  the  calendar  year  1954, 
the  Internal  Revenue  Code  of  1954  and 
the  regulations  under  section  1502  are 
applicable.  In  such  case,  if  the  first 
distribution  in  pursuance  of  a  plan  of 
complete  liquidation  of  a  member  of  the 
affiliated  group  occurs  prior  to  June  22, 
1954,  26  cm  (1939)  24.38  (Regulations 
129)  is  applicable  in  lieu  of  S  1.1502-38A. 
If  such  distribution  occurs  on  or  after 
June  22,  1954,  i  1.1502-38A  Is  appUcable. 

(c)  Tlie  last  day  prescribed  by  law 
for  the  filing  of  the  return  includes  the 
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last  day  of  the  Derlod  of  any  extension 
of  time  granted  by  the  Commissioner. 

(d)  The  tax  liability  of  the  members 
of  the  affiliated  group  for  the  taxable 
year  involved  will  be  determined  in  ac¬ 
cordance  with  the  provisions  of  the  reg¬ 
ulations  to  which  consent  is  given  and 
without  regard  to  any  changes  of  the 
rules  therein  prescribed  made  subsequent 
to  the  last  day  prescribed  by  law  for 
the  filing  of  the  return  for  such  year. 

§  1.1302— 2 A  Definitions. 

(a)  Code.  The  term  “Code”  means 
the  Internal  Revenue  Code  of  1954  and 
the  sections  of  statutory  law  referred  to 
in  the  regulations  under  section  1502 
unless  otherwise  stated,  are  sections  of 
that  Code. 

(b)  Affiliated  group.  (1)  Hie^term 
“affiliated  group”  is  defined  in  section 
1504  and  includes  the  common  parent 
corporation  and  every  other  corporation 
for  the  period  during  which  such  corpo¬ 
ration  Is  a  member  of  the  affiliated  group 
within  the  meaning  of  such  section.  It 
does  not  include  any  corporation  which 
is  not  an  “includible  corporation”  as  de¬ 
fined  by  section  1504(b>.  An  includible 
corporation  is  defined  by  such  section  to 
mean  any  corporation,  except — 

(I)  A  corporation  exempt  \mder  sec¬ 
tion  501  from  the  taxes  imposed  by  sub- 
tiUeA; 

(II)  An  insurance  company  subject  to 
taxation  under  section  802  or  821  (except 
as  provided  in  section  1504  (c) ) ; 

(ill)  A  foreign  corporation  (except  as 
provided  in  section  1504(d)) ; 

(iv)  A  corporation  entitled  to  the  ben¬ 
efits  of  section  931  by  reason  of  receiv¬ 
ing  a  large  percentage  of  its  income  from 
sources  within  possessions  of  the  United 
States; 

(v)  A  corporation  organized  imder  the 
CSilna  Trade  Act  of  1922  (15  U.S.C.  ch. 
4); 

(vl)  A  regulated  investment  company 
or  a  real  estate  investment  trust  subject 
to  tax  imder  subchapter  M.  chapter  1 
of  the  Code; 

(vli)  An  unincorporated  business  en¬ 
terprise  subject  to  tax  as  a  corporation 
under  section  1361;  and 

(viii)  For  periods  before  September 
24.  1959.  an  electing  small  business  cor¬ 
poration  SIS  defined  in  section  1371  (b) . 

The  consolidated  income  tax  return  must 
include  every  includible  corporation 
which,  imder  the  provisions  of  section 
1504.  is  a  member  of  ttie  afiUiated  group. 
No  corporation  which  is  connected  by 
stock  ownership  with  an  affiliated  group 
of  includible  corporations  through  a  non- 
Includible  corporation  may  be  included 
in  the  consolidated  return  of  such  group. 
In  no  case  may  a  consolidated  return  be 
filed  by  subsidiary  corporations  as  an 
affiliate  group  unless  the  common  par¬ 
ent  corporation  through  which  the  sub¬ 
sidiaries  are  connected  is  a  member  of 
the  group.  For  instance,  there  will  not 
be  recognized  as  an  aflUlated  group  two 
domestic  Industrial  corporations,  the 
common  parent  corporation  of  which  is 
a  regulated  investment  company  subject 
to  tax  under  part  I.  subchapter  M.  chap¬ 
ter  1  of  the  Code. 

(2)  An  insurance  company  subject  to 
tax  under  section  831  is  an  includible 


corporation  and  may  be  included  in  an 
affiliated  group,  together  with  corpora¬ 
tions  other  than  insurance  companies 
taxable  under  section  802  or  82  L  Insur¬ 
ance  companies  subject  to  tax  under  sec¬ 
tion  802  or  821  are  not  includible  corpo¬ 
rations  imder  section  1504(b).  Under 
section  1504(c).  however,  a  domestic  in¬ 
surance  company  taxable  imder  section 
802  may  be  Included  in  an  affiliated 
group  comprised  solely  of  other  domestic 
insurance  companies  taxable  under  sec¬ 
tion  802;  it  may  not  be  Included  in  an 
affiliated  group  with  other  corporations. 
An  affiliated  group  of  domestic  insurance 
companies  taxable  under  section  802  may 
not  include  a  domestic  Insuranco  com¬ 
pany  taxable  under  section  821  or  831. 

(3)  In  the  case  of  a  domestic  corpo¬ 
ration  owning  or  controlling,  directly  or 
indirectly.  100  percent  of  the  capital 
stock  (exclusive  of  directors’  qualifying 
shares)  of  a  corporation  organi^d  under 
the  laws  of  Canada  or  of  Mexico  and 
maintained  solely  for  the  purpose  of 
complying  with  the  laws  of  such  country 
as  to  title  and  operation  of  property, 
such  foreign  corporation  may.  at  the 
option  of  the  domestic  corporation,  be 
treated  for  Income  tax  purposes  as  a 
domestic  corporation.  'The  option  to 
treat  such  foreign  corporation  as  a  do¬ 
mestic  corporation  so  that  it  may  be 
Included  in  a  consolidated  return  must 
be  exercised  at  the  time  of  making  the 
consolidated  return,  and  cannot  be  exer¬ 
cised  at  any  time  thereafter.  If  the  elec¬ 
tion  is  exercised  to  treat  such  foreign 
corporation  £is  a  domestic  corporation, 
it  must  be  included  in  the  consolidated 
return  of  the  affiliated  group  of  which  it 
is  a  member  for  each  consecutive  year 
thereafter  for  which  such  group  makes 
or  is  required  to  make  a  consolidated 
return. 

(4)  An  affiliated  group  of  corpora¬ 
tions,  within  the  meaning  of  section 
1504,  is  formed  at  the  time  that  the 
common  parent  corporation,  which  is 
an  includible  corporation,  b^mes  the 
owner  directly  of  stock  possessing  at 
least  80  percent  of  the  voting  power  of 
all  classes  of  stock  and  at  least  80  per¬ 
cent  of  each  class  of  nonvoting  stock 
(not  including  nonvoting  stock  which 
is  limited  and  preferred  as  to  dividends) 
of  another  includible  corporation;  a 
corporation  becomes  a  member  of  such 
an  affiliated  group  at  the  time  that  one 
or  more  members  of  such  group  become 
the  owners  directly  of  stock  possessing 
at  least  80  percent  of  the  voting  power 
of  all  classes  of  its  stock  and  at  least 
80  percent  of  each  class  of  its  nonvoting 
stock  (not  including  nonvoting  stock 
which  is  limited  and  preferred  as  to 
dividends);  and  a  corporation  ceases 
to  be  a  member  of  such  an  aflUlated 
group  at  the  time  that  the  members  of 
such  group  cease  to  own  directly  stock 
possessing  at  least  80  percent  of  the  vot¬ 
ing  power  of  aU  classes  of  its  stock,  or  at 
least  80  percent  of  each  class  of  its  non¬ 
voting  stock  (not  including  nonvoting 
stock  which  is  Umlted  and  preferred  as 
to  dividends). 

(c)  Consolidated  return  period.  The 
term  "consolidated  return  p^od”  means 
the  taxable  year  1929,  or  any  subsequent 
taxable  year,  for  which  a  consolidated 


return  is  made  or  is  required,  huxxne  tax 
return,  excess  profits  tax  return,  or  both. 
Including  the  period  during  which  a  sub¬ 
sidiary  corporation  is  engaged  in  dis¬ 
tributing  its  assets  in  liquidation. 

(d)  Subsidiary.  The  term  "subsid¬ 
iary”  means  a  corporation  (other  than 
the  common  parent  corporation)  which 
is  a  member  of  the  affiliated  group  dur¬ 
ing  any  part  of  the  consoUdated  return 
period. 

(e)  Tax.  The  term  “tax”  means  any 
tax  Imposed  by  chapter  1  of  the  Code, 
and  includes  any  interest,  penalty,  addi¬ 
tional  amount,  or  addition  to  the  tax, 
payable  in  respect  thereof. 

(f)  Terms  defined  in  Internal  Revenue 
Code.  Terms  which  are  d^ned  in  the 
Code  shaU.  when  used  in  the  regulations 
under  section  1502  have  the  meaning 
assigned  to  them  by  the  Code,  unless 
specifically  otherwise  defined. 

(g)  Regulated  public  utility.  (1) 
The  term  “regulated  public  utility” 
means  a  corporation  described  in  sec¬ 
tion  1503  (c) .  It  includes  a  corporation 
(i)  whose  operations  are  an  integral 
part  of  the  furnishing  or  sale  of  a  prod¬ 
uct  or  service  described  in  such  section 
by  an  interconnected  and  coordinated 
public  utility  system  or  systems  and  (il) 
whose  rates  for  furnishing  products  or 
services  to  the  system  or  systems  are 
established  or  approved  by  a  regulatory 
body  described  in  section  1503  (c)  (1). 
For  the  purpose  of  determining  whether 
or  not  M  percent  of  the  gross  income 
of  the  corporation  is  from  the  furnish¬ 
ing  or  sale  of  such  product  or  service, 
income  received  in  consideration  for  the 
product  or  service  described  shall  in¬ 
clude  only  income  received  directly 
therefrom  and  income  from  the  furnish¬ 
ing  or  sale  of  byproducts  and  residual 
products  which  are  directly  necessary 
and  incidental  to  the  furnishing  of  such 
product  or  service.  In  determining 
under  subdivision  (i)  of  this  subpara¬ 
graph  whether  the  operations  of  a  par¬ 
ticular  corporation  constitute  an  inte¬ 
gral  part  of  the  "furnishing  or  sale”  of 
a  product  or  service  described  in  sec¬ 
tion  1503  (c),  the  income  of  a  corpora¬ 
tion  shall  be  deemed  to  be  from  such 
source  only  to  the  extent  that  it  is  in  con¬ 
sideration  for  necessary  processing  of 
either  the  product  described  in  section 
1503  (c)  or  the  essential  facilities  used 
in  making  available  to  customers  such 
product  or  service. 

§  1.1502— 3 A  Applicability  of  other  pro¬ 
visions  of  law. 

Any  niatter  in  the  determination  of 
which  the  provisions  of  the  regulations 
under  section  1502  are  not  applicable 
shall  be  determined  in  accordance  with 
the  provisions  of  the  Code  or  other  law 
applicable  thereto. 

§§  1.1502-4A  to  1.1502-9A  [Reserved] 
§  1.1502— lOA  Exercise  of  privilege. 

(a)  When  privilege  must  be  exercised. 
The  privilege  of  making  a  consolidated 
return  under  section  1502  for  any  tax¬ 
able  year  of  an  affiliated  group  must  be 
exercised  at  the  time  of  making  the  re¬ 
turn  of  the  common  parent  corporation 
for  such  year.  For  this  purpose,  the 
return  is  considered  as  made  on  the  due 
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date  of  such  return  (including  any  ex¬ 
tensions  of  time  granted  by  the  Com¬ 
missioner).  regardless  of  the  actual 
previous  date  of  filing.  Under  no  cir- 
cmnstances  can  such  privilege  be  exer¬ 
cised  at  any  time  thereafter.  The  filing 
of  separate  returns  for  a  taxable  year 
does  not  constitute  an  election  binding 
upon  the  corporation  in  subsequent 
years.  If  the  privilege  is  exercis^  at 
the  time  of  making  the  return,  sepcuate 
returns  cannot  thereafter  be  made  for 
such  year.  (See,  however,  §  1.1502-18A, 
relating  to  failure  to  comply  with  the 
regulations  imder  section  1502.) 

(b)  Effect  of  tentative  returns.  In  no 
case  will  the  privilege  under  paragraph 

(a)  of  this  section  be  considered  as  exer¬ 
cised  at  the  time  of  malung  a  so-called 
“tentative  return*’  (made,  for  example, 
in  order  to  obtain  an  extension  of  time 
for  making  the  return  required  by  law). 
However,  if  any  such  tentative  return 
is  made  upon  the  basis  of  a  consolidated 
return  or  a  separate  return,  the  return 
required  by  law  must  be  made  upon  the 
same  basis,  unless  upon  the  making  of 
the  return  reqiiired  by  law  (either  a  sep¬ 
arate  return  or  a  consolidated  return, 
as  the  case  may  be)  the  payments  there¬ 
tofore  made  and  to  be  made  are  ad¬ 
justed  in  a  manner  satisfactory  to  the 
Commissioner. 

(c)  Estimated  tax.  (1)  Except  as 
provided  in  subparagraph  (2)  of  this 
paragraph,  the  provisions  of  section  6016 
(relating  to  declarations  of  estimated  tsuc 
by  corporations)  and  section  6154  (re¬ 
lating  to  payments  of  estimated  tax  by 
corporations)  shall  be  applicable  to  the 
several  members  of  an  aflUiated  group 
in  the  same  manner  and  to  the  same 
extent  as  in  the  case  of  corporations 
filing  separate  returns,  whether  or  not 
such  afBliated  group  files  a  consolidated 
return.  The  declaration  of  estimated 
tax  shall  be  filed  and  payments  shall  be 
made  to  the  district  director  for  the  in¬ 
ternal  revenue  district  prescribed  for  the 
filing  of  a  separate  income  tax  return  in 
the  case  of  each  member  of  the  group 
required  to  file  a  declaration  of  estimated 
tax.  If  a  consolidated  retmm  is  filed, 
the  amounts  of  any  pasunents  made  with 
respect  to  the  consolidated  return  period 
shall  be  credited  against  the  tax  liability 
of  the  afOliated  group  with  respect  to  the 
consolidated  return  period. 

(2)  If  the  affiliated  group  intends  to 
file  a  consolidated  return  for  the  taxable 
year,  the  common  parent  corporation 
may  file  a  declaration  of  estimated  tax 
for  the  group.  In  such  case,  all  of  the 
several  members  of  the  affiliated  group 
shall  be  treated  for  the  purpose  of  ap- 
phdng  the  provisions  of  sections  6016 
and  6154  as  a  single  corporation.  Where 
such  a  declaration  is  filed,  each  subsidi¬ 
ary  shall  notify  the  district  director  for 
the  internal  revenue  district  prescribed 
for  the  filing  of  a  separate  income  tax 
return  by  such  subsidiary  that  its  esti¬ 
mate  is  included  in  the  declaration  made 
by  the  common  parent  corporation.  If 
the  affiliated  group  does  not  file  a  con¬ 
solidated  return  for  the  year  for  which 
such  a  declaration  is  filed,  the  i)a3^ents 
made  with  respect  to  such  declaration 
shall  be  apportioned  among  the  several 
members  of  the  group  in  the  manner 
designated  by  tiie 'common  parent  cor¬ 


poration  for  tile  purpose  of  determining 
any  addition  to  the  tax  provided  by  sec¬ 
tion  6655. 

(3)  In  any  case  in  which  an  affiliated 
group  has  made  pa3unents  with  respect 
to  a  declaration  made  on  a  group  basis 
and  such  group  does  not  file  a  consoli¬ 
dated  return  for  the  taxable  year,  the 
pasmients  made  thereon  shall  be  applied 
against  the  tax  liability  of  the  members 
of  the  group  in  a  manner  satisfactory  to 
the  Commissioner. 

(4)  See  §  1.1502-15A  (relating  to  liabil¬ 
ity  for  tax)  and  S  1.1502-49A  (relating  to 
additions  to  tax  for  failure  to  pay  esti¬ 
mated  tax). 

§  1.1502— llA  Consolidated  returns  for 
subsequent  years. 

(a)  Consolidated  returns  required  for 
subsequent  years.  If  a  consolidated  re- 
ttim  is  made  imder  section  1502  for  any 
taxable  year,  a  consolidated  return  must 
be  made  for  each  subsequent  taxable 
year  during  which  the  affliated  group 
remains  in  e^tence  unless  (1)  a  cor¬ 
poration  (other  than  a  corporation 
created  or  organized,  directly  or  in¬ 
directly,  by  a  member  of  the  group) 
has  become  a  member  of  the  group 
during  such  subsequent  taxable  year, 
or  (2)  subsequent  to  the  exercise  of 
the  election  to  make  consolidated  re¬ 
turns,  subtitle  A  of  the  Code  to  the 
extent  applicable  to  corporations,  or  the 
regulations  under  section  1502  which 
have  been  consented  to.  have  been 
amended  and  any  such  amendment  is 
of  a  character  which  makes  substan¬ 
tially  less  advantageous  to  affiliated 
groups  as  a  class  the  continued  filing  of 
consolidated  returns,  regardless  of  the 
effective  date  of  such  amendment,  or  (3) 
the  Commissioner,  prior  to  the  time  of 
making  the  return,  upon  application 
made  by  the  common  parent  corporation 
and  for  good  cause  shown,  grants  per¬ 
mission  to  change.  For  the  purpose  of 
subparagraph  (2)  of  this  paragraph,  the 
expiration  of  a  provision  shall  con¬ 
sidered  as  an  amendment  to  the  Code 
made  on  the  date  of  such  expiration. 

(b)  Effect  of  separate  returns  when 
consolidated  return  is  required.  If  the 
making  of  a  consolidated  return  is  re¬ 
quired  for  any  taxable  year,  the  tax  lia¬ 
bility  of  the  members  of  the  affiliated 
group  shall  be  computed  in  the  same 
manner  as  if  a  consolidated  return  had 
been  made,  even  though  separate  re¬ 
turns  are  made;  amounts  assessed  upon 
the  basis  of  separate  returns  shall  be 
considered  as  having  been  assessed  upon 
the  basis  of  a  consolidated  return;  and 
amounts  paid  upon  the  basis  of  separate 
returns  shall  be  considered  as  having 
been  paid  by  tiie  common  parent  cor¬ 
poration.  In  such  cases  the  making  of 
separate  returns  shall  not  be  considered 
as  the  making  of  a  return  for  the  pur¬ 
pose  of  computing  any  period  of  limita¬ 
tion  or  any  deficiency.  If  a  consolidated 
return  for  such  taxable  year  is  there¬ 
after  made,  such  return  shall,  for  the 
purpose  of  computing  periods  of  limita¬ 
tion  and  any  deficiency,  be  considered 
as  the  return  for  such  year. 

(c)  When  affiliated  group  remains  in 
existence.  For  the  purpose  of  the  reg¬ 
ulations  under  section  1502,  an  affiliated 
group  shall  be  considered  as  remaining 


in  existence  if  the  common  parent  cor¬ 
poration  remains  as  a  common  parent 
and  at  least  one  subsidiary  remains  af¬ 
filiated  with  it.  whether  or  not  such  sub¬ 
sidiary  was  a  member  of  the  group  at 
the  time  the  group  was  formed  and 
whether  or  not  one  or  more  corporations 
have  become  subsidiaries  or  have  ceased 
to  be  subsidiaries  at  any  time  after  the 
group  was  formed. 

(d)  When  affiliated  group  terminates. 
For  the  purpose  of  the  regulations  under 
section  1502,  an  affiliated  group  shall  be 
considered  as  terminated  if  the  common 
parent  corporation  ceases  to  be  the  com¬ 
mon  parent  or  if  there  is  no  subsidiary 
affiliated  with  it. 

§  1.1502— 12A  Making  consolidated  re. 
turn  and  filing  other  forms. 

(a)  Consolidated  return  made  "by  com¬ 
mon  parent  corporation.  A  consolidated 
return  shall  be  made  on  Form  1120  by 
the  conunon  parent  corporation  for  the 
affiliated  group.  Such  return  shall  be 
filed  at  the  time  and  in  the  office  of  the 
district  director  for  the  internal  revenue 
district  prescribed  for  the  filing  of  a 
separate  return  by  such  conunon  parent 
corporation. 

(b)  Authorizations  and  consents. 
Each  subsidiary  must  prepare  duplicate 
originals  of  Form  1122,  consenting  to 
the  regulations  under  section  1502  and 
authorizing  the  common  parent  corpora¬ 
tion  to  make  a  consolidated  return  on  its 
behalf  for  the  taxable  year  and  author¬ 
izing  the  common  parent  (or,  in  the 
event  of  its  failure,  the  Commissioner 
or  the  district  director)  to  make  a  con¬ 
solidated  return  on  its  behalf  (as  long 
as  it  remains  a  member  of  the  affiliated 
group),  for  each  year  thereafter  for 
which,  under  paragraph  (a)  of  §  1.1502- 
11  A,  the  making  of  a  consolidated  return 
is  required.  One  of  such  forms,  as  pre¬ 
pared  by  each  subsidiary  shall  be  at¬ 
tached  to  the  consolidated  return,  as  a 
part  thereof;  and  the  other  shall  be  filed, 
at  or  before  the  time  the  consolidated 
return  is  filed,  in  the  office  of  the  district 
director  for  the  internal  revenue  district 
prescribed  for  the  filing  of  a  separate 
return  by  such  subsidiary.  No  such  con¬ 
sent  can  be  withdrawn  or  revoked  at  any 
time  after  the  consolidated  return  is 
filed. 

(c)  Affiliations  schedule  filed  by  com¬ 
mon  parent  corporation.  The  common 
parent  corporation  shall  prepare  Form 
851  (Affiliations  Schedule),  which  shall 
be  attached  to  and  made  a  part  of  the 
consolidated  return. 

(d)  Persons  qualified  to  execute  re¬ 
turns  and  forms.  Each  return  or  form 
required  to  be  made  or  prepared  by  a 
corporation  must  be  executed  by  the 
person  authorized  under  section  6062  to 
execute  returns  of  separate  corporations. 
In  cases  where  receivers  or  trustees  in 
bankruptcy  are  operating  the  property 
or  business  of  corporations,  each  return 
or  form  required  to  be  made  or  prepared 
by  such  corporation  must  be  executed  by 
the  receiver  or  trustee,  as  the  case  may 
be,  pursuant  to  an  order  or  instructions 
of  the  court,  and  be  accompanied  by  a 
copy  of  such  order  or  instructions. 

(e)  Signatures  in  case  subsidiary  has 
left  affiliated  group.  Since  Form  1122 
is  required  even  though,  during  the  tax- 
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able  year  of  the  common  parent  corpo* 
ration,  the  subsidiary  (because  of  a  dis¬ 
solution  or  sale  of  stock,  or  otherwise) 
has  ceased  to  be  a  member  of  the  afUl- 
ated  group,  it  may  be  advisable  for  the 
common  parent  to  obtain  the  proper  sig¬ 
natures  to  the  form  prior  to  the  time  the 
subsidiary  ceases  to  be  a  member  of  the 
group. 

§  1.1302— 13  A  Change  in  affiliated 
group  during  taxable  year.^ 

(a)  General  rule.  Except  as  herein¬ 
after  provided,  a  consolidated  return 
must  include  the  income  of  the  common 
parent  corporation  and  of  each  subsidi¬ 
ary  for  the  entire  taxable  year  of  the 
afWated  group. 

(b)  Formation  of  aiflliated  group  after 
Iteginning  of  year.  If  an  affiliated  group 
h  formed  after  the  beginning  of  the  tax¬ 
able  year  of  the  corporation  which  be¬ 
comes  the  common  parent  corporation, 
the  consolidated  return  must  Include  the 
income  of  the  common  parent  for  its 
entire  taxable  year  (excluding  any  por¬ 
tion  of  such  year  during  which  its  in¬ 
come  Is  included  in  the  consolidated 
return  of  another  affiliated  group)  and 
the  income  of  each  subsidiary  from  the 
time  it  became  a  member  of  the  affiliated 
group. 

(c)  Complete  termination  of  affiliated 
group  prior  to  close  of  taxable  year.  If 
an  affiliated  group  is  terminated  prior  to 
the  close  of  the  taxable  year  of  tibe  group, 
the  consolidated  return  must  include  the 
Income  of  the  common  parent  corpora¬ 
tion  for  Its  entire  taxable  year  (exclud¬ 
ing  any  portion  of  such  year  during 
which  its  income  is  included  in  the  con- 
Klidated  return  of  another  affiliated 
group)  and  of  each  subsidiary  for  the 
period  prior  to  the  termination.  (See 
paragraphs  (c)  and  (d)  of  §  1.1502-1  lA 
in  detenninlng  whether  the  group  has 
terminated.) 

(d)  Addition  to  affiliated  group  of  a 
subsidiary  during  year.  If  a.  corporatlcm 
becomes  a  member  of  the  affiliated  group 
during  the  taxable  year  of  the  group, 
the  consolidated  return  must  include  its 
income  from  the  time  when  it  became 
s  member  of  the  group. 

(e)  Elimination  from  affiliated  group 
of  a  subsidiary  during  year.  If  a  subsidi¬ 
ary  ceases  to  be  a  member  of  the  affili¬ 
ated  group  during  the  taxable  year  of 
the  group,  the  consolidated  return  must 
include  its  income  for  the  period  during 
which  it  was  a  member  of  the  group. 

(f)  Period  of  30  days  or  less  may  be 
disregarded.  A  subsidiary  may  at  its  op¬ 
tion  be  considered  as  having  been  a 
member  of  the  affiliated  group  during  the 
entire  taxable  year  of  the  group  (or  dur¬ 
ing  the  entire  period  of  the  existence  of 
the  subsidiary,  whichever  is  shorter)  If 
the  period  during  which  it  was  not  a 
member  of  such  group  does  not  exceed 
30  days.  If  a  corporation  has  been  a 
member  of  the  affiliated  group  for  a  pe¬ 
riod  of  less  than  31  days  during  the  tax¬ 
able  year  of  the  group,  it  may  at  Its 
option  be  considered  as  not  having  been 

'This  section  nas  no  bearing  upon  the 
question  whether  a  consolidated  return  may 
or  must  be  made,  but  relates  only  to  the 
effect  of  changes  In  the  affiliated  group 
during  the  taxable  year. 


a  member  of  the  group  during  the  tax¬ 
able  year.  An  option  under  this  para¬ 
graph  must  be  exercised  at  the  time  the 
consolidated  return  is  made. 

(g)  Separate  returns  for  periods  not 
included  in  consolidated  return.  If  a 
corporation,  during  its  taxable  year  (de¬ 
termined  without  regard  to  the  affilia¬ 
tion)  ,  becomes  a  member  of  an  affiliated 
group,  its  income  for  the  portion  of  such 
taxable  year  not  includ^  in  the  con¬ 
solidated  return  of  such  group  must  be 
included  in  a  separate  return  (or.  If  a 
member  of  another  affiliated  group 
which  makes  a  consolidated  return  for 
such  period,  then  In  such  consolidated 
return).  If  a  corporation  ceases  to  be  a 
member  of  the  affiliated  group  during 
the  taxable  year  of  the  group,  its  income 
for  the  period  after  the  time  when  it 
ceased  to  be  a  member  of  the  group  must 
be  included  in  a  separate  return  (or,  if  it 
becomes  a  member  of  another  affiliated 
group  which  makes  a  consolidated  re¬ 
turn  for  such  period,  then  in  such  con¬ 
solidated  return) . 

(h)  Time  for  making  separate  returns 
for  periods  not  included  in  consolidated 
return.  (1)  (1)  If  the  due  date  for  filing 
a  subsidiary’s  separate  return  (deter¬ 
mined  without  regard  to  the  affiliation 
and  without  regard  to  extensions  of 
time)  precedes  the  due  date  for  filing 
the  consolidated  return  of  the  affiliated 
group  (determined  without  regard  to 
extensions  of  time),  then,  on  or  before 
the  due  date  of  the  subsidiary’s  separate 
return.  It  may  make  a  separate  return 
either  for  that  portion  of  its  taxable  year 
which  would  not  be  included  in  the  con¬ 
solidated  retium,  if  such  return  is  filed, 
or  for  its  complete  taxable  year.  How¬ 
ever,  if  a  separate  return  is  filed  for  only 
a  portion  of  its  taxable  year  and  the 
group  does  not  elect  to  make  a  consoli¬ 
dated  return,  such  subsidiary  shall  file 
a  return  for  its  complete  taxable  year 
not  later  than  the  due  date  (including 
extensions  of  time)  prescribed  for  the 
filing  of  the  consolidated  return  by  the 
group.  There  shall  be  attached  to  the 
return  for  the  complete  taxable  year  a 
statement  setting  forth  that  such  return 
is  in  lieu  of  the  return  prevlou^  filed. 
In  such  case  the  return  previously 
filed  for  only  a  portion  of  its  taxable 
year  shall  not  be  considered  a  return 
within  the  meaning  of  section  6012.  On 
the  other  hand,  if  a  return  is  filed  for 
the  subsidiary’s  complete  taxable  year 
and  the  group  later  makes  a  consolidated 
return,  such  subsidiary  should  file  an 
amended  retiun  not  later  than  the  due 
date  (including  extensions  of  time)  for 
the  filing  of  the  consolidated  return  (tf 
the  group.  Such  amended  return  shall 
be  for  that  portion  of  the  taxable  year 
which  is  not  included  in  the  consolidated 
return. 

(li)  If  the  due  date  for  filing  a  sub¬ 
sidiary’s  separate  return  (determined 
without  regard  to  the  affiliation  and 
without  regard  to  extensions  of  time) 
is  later  than  the  due  date  for  filing  the 
consolidated  return  of  the  affiliated 
group  (determined  without  regard  to  ex¬ 
tensions  of  time) ,  then  the  separate  re¬ 
turn  for  that  portion  of  the  subsidiary’s 
taxable  year  which  is  not  included  in 
the  consolidated  return  of  the  group 


should  be  filed  no  later  than  the  due 
date  (including  extensions  of  time)  for 
the  filing  of  the  consolidated  return. 

(2)  The  provisions  of  this  paragraph 
may  be  illustrated  by  the  following 
examples: 

Example  {!).  Corporation  P,  which  re¬ 
ports  its  income  on  a  calendar  year  basis, 
acquires  aU  of  the  stock  of  Corporation  B 
on  January  1,  1959.  Corporation  8  reports 
its  Income  on  a  fiscal  year  ending  March  31. 
On  June  15,  1959,  the  due  date  for  the  filing 
of  a  separate  return  by  Corporation  S,  it  is 
anticipated  that  Corporation  P  wlU  elect, 
on  the  due  date  of  its  return,  to  file  a  con¬ 
solidated  return  for  1959.  On  June  15,  Cor¬ 
poration  8  may  file  either  a  return  for  a 
short  taxable  year  beginning  April  1,  1958, 
and  ending  December  31,  1958,  or  it  may 
file  a  return  for  the  complete  fiscal  year 
ending  March  81,  1959.  If  it  files  a  return 
for  the  short  taxable  year  and  Corporation  P 
does  not  elect  to  file  a  consolidated  return. 
Corporation  S  mvist  file  a  return  for  the 
complete  fiscal  year  ending  March  81,  1959, 
in  lieu  of  the  return  previously  filed  fcxr  the 
short  period.  Interest  is  computed  on  any 
additional  tax  from  Jtme  15.  1959. 

Example  (2).  Asstime  the  same  facts  as 
in  example  (1).  except  that  Corporation  P 
acquires  aU  of  the  stock  of  Corporation  8 
on  October  1,  1959,  and  that  Corporation  P 
elects  to  file  a  consolidated  return  on  March 
15,  1960,  the  due  date  of  its  return.  The 
return  of  Corporation  S  for  the  short  tax¬ 
able  year  beginning  April  1,  1959,  and  end¬ 
ing  September  30,  1959,  should  be  filed  on 
March  15,  1960. 

§  1.1302— 14A  Accounting  period  of  an 
affiliated  group. 

(a)  The  taxable  year  of  an  affiliated 
group  which  makes  a  consolidated  return 
shall  be  the  same  as  the  taxable  year  of 
the  common  parent  corporation;  and, 
except  as  provided  in  paragraph  (c)  of 
this  section,  upon  having  elected  to  file  a 
consolidated  return,  each  subsidiary  cor¬ 
poration  shall,  not  later  than  the  close 
of  the  first  consolidated  taxable  year 
ending  thereafter,  adopt  an  annual  ac¬ 
counting  period,  fiscal  year  or  calmdar 
year  as  the  case  may  be,  in  conformity 
with  that  of  the  common  parent. 

(b)  If  a  change  of  accounting  period 
is  necessary  in  order  to  conform  the  ac¬ 
counting  periods  of  the  conunon  parent 
and  of  its  subsidiaries.  Form  1128  shall 
be  submitted  at  or  before  the  time  of  fil¬ 
ing  the  consolidated  return  for  the  tax¬ 
able  year  in  which  the  subsidiary  has 
first  adopted  the  parent  corporation’s 
annual  accoimting  perl(xl. 

(c)  If  the  common  parent  corporation 
of  an  affiliated  group  has  a  fiscal  year 
accounting  period  and  any  member  of 
the  group  is  an  includible  insurance 
company  required  by  section  843  to  file 
its  retmrn  on  a  calendar  year,  the  first 
consolidated  return  which  includes  such 
insurance  company  may  be  filed  on  the 
basis  of  the  fiscal  year  accounting  period 
of  the  common  parent,  provided,  how¬ 
ever,  the  cmnmon  parent  and  the  other 
includible  corporations  change  to  a  cal¬ 
endar  year  basis  effective  immediately 
after  the  dose  of  such  fiscal  year.  For 
this  purpose.  Form  1128  shall  be  sub¬ 
mitted  at  or  before  the  time  such  first 
consolidated  return  is  filed. 

(d)  With  respect  to  computations  for 
irears  involved  in  the  change  to  the  con¬ 
solidated  basis,  see  §  1.1502-32A. 
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§  1.1502— 15A  Liability  for  tax. 

(a)  Several  liability  of  members  of  af¬ 
filiated  group.  Except  as  provided  in 
paragraphs  (b)  and  (c)  of  this  section, 
the  common  parent  corporation  and 
each  subsidiary,  a  member  of  the  afiUi- 
ated  group  during  any  part  of  a  consoli¬ 
dated  return  period,  i^all  be  severally 
liable  for  the  tax  (including  any  defi¬ 
ciency  in  respect  thereof)  computed  as 
provided  in  §  1.1502-30A,  and  for  any  ad¬ 
dition  to  the  tax  compute  as  provided  in 
§  1.1502-49A  for  imderpasnnent  of  esti¬ 
mated  tax  for  the  consolidated  rettun 
period. 

(b)  Liability  of  a  corporation  in  bank¬ 
ruptcy  or  receivership.  If,  at  the  time  of 
filing  a  consolidated  return,  one  or  more, 
but  not  all.  of  the  members  of  the  aflUli- 
ated  group  are  in  bankruptcy  imder  the 
laws  of  the  United  States  or  in  receiver¬ 
ship  in  any  comt  of  the  United  States 
or  of  any  State,  Territory,  or  the  District 
of  Columbia,  then  the  liability  under 
paragraph  (a)  of  this  section  of  each 
such  member  of  the  group  with  respect 
to  the  period  covered  by  such  return 
shall  not  exceed  such  portion  of  the  con-! 
solidated  tax  liability  for  such  period 
as  the  several  corporations  included  in 
the  consolidated  return  may,  subject  to 
the  approval  of  the  Commissioner,  agree 
upon,  or,  in  the  absence  of  such  an 
agreement,  an  amount  equal  to  its  liabil¬ 
ity  for  such  year  computed  as  if  a  sepa¬ 
rate  retmm  had  been  filed. 

(c)  Liability  of  subsidiary  after  with¬ 
drawal.  If  a  subsidiary  has  ceased  to  be 
a  member  of  the  affiliated  group,  its 
liability  tmder  paragraph  (a)  of  this  sec¬ 
tion  shall  remain  unchanged,  except 
that  if  such  cessation  occurred  prior  to 
the  date  upon  which  any  deficiency  is  as¬ 
sessed  and  resulted  from  a  bona  fide 
sale  of  stock  for  fair  value,  the  Commis¬ 
sioner  may,  if  he  believes  that  the  as¬ 
sessment  or  collection  of  the  balance 
of  the  deficiency  will  not  be  Jeopardized, 
make  assessment  and  collection  of  such 
deficiency  from  such  former  subsidiary 
in  an  amoimt  not  exceeding  the  portion 
thereof  allocable  to  it  upon  the  bases 
of  income  used  in  the  computations,  re¬ 
spectively,  of  the  normal  tax.  the  surtax, 
and  any  other  tax  imposed  by  chapter 
1  of  the  Code  included  in  such  deficiency. 

(d)  Effect  of  intercompany  agree¬ 
ments.  Any  agreement  entered  into  by 
one  or  more  members  of  the  affiliated 
group  with  any  other  members  of  such 
group  or  with  any  other  person  shall  in 
no  case  have  the  effect  of  reducing  the 
liability  prescribed  imder  this  section. 

(e)  Liability  of  transferee  not  af¬ 
fected.  This  section  shall  not  be  con¬ 
sidered  as  extinguishing  or  diminishing 
any  liability,  at  law  or  in  equity,  of  a 
transferee  of  property  of  a  taxpayo:, 
including  any  liability  under  any  provi¬ 
sion  of  law.  State  or  Federal,  relating 
to  liabilities  pursuant  to  corporate  dis¬ 
solution  or  transfer  or  distribution  of 
assets,  whether  or  not  in  connection  with 
a  merger  or  consolidation. 

§  1.1502-16A  Common  parent  corpora- 
tion  agent  for  subsidiaries. 

(a)  Scope  of  agency  of  common  parent 
corporation.  Except  as  provided  in  para¬ 
graphs  (b)  and  (c)  of  this  section,  the 


common  parent  corporation  shall  be  for 
all  purposes  (other  than  the  making  of 
the  subsidiary  consent  required  by  para¬ 
graph  (b)  of  S  L1502-12A)  in  respect  of 
the  tax  for  the  taxable  year  for  which  a 
consolidated  return  is  made  or  is  re¬ 
quired,  the  sole  agent,  duly  authorized  to 
act  in  its  own  name  in  all  matters  relat¬ 
ing  to  such  tax,  for  each  corporation 
which  during  any  part  of  such  year  was 
a  member  of  the  affiliated  group.  The 
corporations,  other  than  the  common 
parent,  shall  not  have  authority  to  act 
for  or  to  represent  themselves  in  any 
such  matter.  For  example,  all  corre¬ 
spondence  will  be  carried  on  directly 
with  the  common  parent;  notices  of 
deficiencies  will  be  mailed  only  to  the 
common  parent,  and  the  mailing  to  the 
common  parent  shall  be  considered  as 
a  mailing  to  each  such  corporation; 
notice  and  demand  for  payment  of 
taxes  will  be  given  only  to  the  common 
parent,  and  such  notice  and  demand 
shall  be  considered  as  a  notice  and  de¬ 
mand  to  each  such  corporation;  the 
common  parent  will  file  petitions  and 
conduct  proceedings  before  the  Tax 
Court  of  the  United  States,  and  any 
such  petition  shall  be  considered  as 
having  also  been  filed  by  each  such  cor¬ 
poration;  the  common  parent  will  file 
claims  for  refimd  or  credit;  refunds  will 
be  made  directly  to  and  in  the  name  of 
the  common  parent  and  wUl  discharge 
any  liability  of  the  Government  in  re¬ 
spect  thereof  to  any  such  corporation; 
and  the  common  psucnt  in  its  name  will 
give  waivers,  give  bonds,  and  execute 
closing  agreements,  offers  in  compro¬ 
mise.  and  all  other  documents,  and  any 
waiver  or  bond  so  given,  or  agreement, 
offer  in  compromise,  or  any  other  docu¬ 
ment  so  executed,  shall  be  considered  as 
having  also  been  given  or  executed  by 
each  such  corporation.  Notwithstand¬ 
ing  the  provisions  of  this  paragraph, 
however,  any  notice  of  deficiency.  In 
respect  of  the  tax  for  a  consolidated 
return  period,  will  name  each  corpora¬ 
tion  which  was  a  member  of  the  affili¬ 
ated  group  during  any  part  of  such  pe¬ 
riod.  and  any  assessment  (whether  of 
the  original  tax  or  of  a  deficiency)  will 
be  made  in  the  name  of  each  such  cor¬ 
poration  (but  a  failure  to  Include  the 
name  of  any  such  corporation  will  not 
affect  the  validity  of  the  notice  of  de¬ 
ficiency  or  the  assessment  as  to  the  other 
corporations);  any  notice  and  demand 
for  payment  will  name  each  corporation 
which  was  a  member  of  the  affiliated 
group  during  any  part  of  such  period 
(but  a  failure  to  include  the  name  of  any 
such  corporation  will  not  affect  the 
validity  of  the  notice  and  demand  as  to 
the  other  corporations);  and  any  levy 
(or  warrant  or  notice  in  respect  thereof) , 
any  notice  of  a  lien,  or  any  other  pro¬ 
ceeding  to  collect  the  amoimt  of  any 
assessment,  after  the  assessment  has 
been  made,  will  name  the  corporation 
from  which  such  collection  is  to  be 
made.  The  provisions  of  this  paragraph 
shall  apply  whether  or  not  a  consoli¬ 
dated  return  is  made  for  any  subse¬ 
quent  year,  and  whether  or  not  one  or 
more  subsidiaries  have  become  or  have 
ceased  to  be  members  of  the  group  at 
any  time.  Notwithstanding  the  provi¬ 


sions  of  this  paragraph,  the  Commis¬ 
sioner  may,  if  he  deems  it  advisable,  deal 
directly  with  any  member  of  the  group 
in  respect  of  its  ability,  m  which  event 
such  member  shall  have  full  authority 
to  act  for  itself. 

(b)  Effect  of  withdrawal  of  subsidiary. 
For  the  purpose  of  the  assertion,  assess¬ 
ment,  and  collection  of  any  deficiency, 
and  of  a  credit  or  refund  of  any  amount 
paid  by  a  former  subsidiary  as  a  defi¬ 
ciency  determined  under  paragraph  (c) 
of  §  1.1502-15A,  but  for  no  other  pur¬ 
pose,  the  agency  of  the  common  parent 
corporation  in  respect  of  any  subsidi¬ 
ary  which  has  ceased  to  be  a  member 
of  the  affiliated  group  shall  be  termi¬ 
nated  upon  the  expiration  of  30  days 
(or  prior  thereto  if  the  Commissioner 
consents)  from  the  date  upon  which 
such  subsidiary  files  written  notice  with 
the  Commissioner  that  it  has  ceased 
to  be  a  member  of  the  affiliated  group 
and  that  it  is  terminating  such  agency. 
For  example,  if  a  subsidiary  has  ceased 
to  be  a  member  of  the  group  (and  if 
the  30-day  period  has  expired)  prior 
to  the  mailing  of  a  notice  of  deficiency 
to  the  common  parent,  a  separate  no¬ 
tice  of  deficiency  will  be  mailed  in  due 
course  to  the  subsidiary  in  respect  of 
its  deficiency  if  it  becomes  necessary  to 
enforce  its  liability. 

(c)  Effect  of  dissolution  of  common 
parent  corporation.  If  the  common 
parent  (X}rporation  contemplates  dissolu¬ 
tion,  or  is  about  to  be  dissolved,  or  if  for 
any  other  reason  its  existence  is  about  to 
terminate,  it  shall  forthwith  notify  the 
Commissioner  of  such  fact  and  designate, 
subject  to  the  approval  of  the  Commis¬ 
sioner.  another  member  of  the  affiliated 
group  to  act  as  agent  in  its  place  to  the 
same  extent  and  subject  to  the  same  con¬ 
ditions  and  limitations  as  are  applicable 
to  the  conunon  parent.  If  the  notice 
thus  required  is  not  given  by  the  com¬ 
mon  parent,  the  remaining  members  of 
the  group  may,  subject  to  the  approval 
of  the  Commissioner,  designate  another 
member  of  the  group  to  act  as  such 
agent,  and  notice  of  such  designation 
shall  be  given  to  the  Commissioner. 
Until  a  notice  in  writing  designating  a 
new  agent  has  been  received  by  the  Com¬ 
missioner,  any  notice  of  deficiency  or 
other  communication  mailed  to  the  com¬ 
mon  parent  shall  be  considered  as  having 
been  properly  mailed  to  the  agent  of  the 
group;  or.  if  the  Commissioner  has  rea¬ 
son  to  believe  that  the  existence  of  the 
common  parent  has  terminated,  he  may, 
if  he  deems  it  advisable,  deal  directly 
with  any  member  of  the  group  in  respect 
of  its  Uabillty. 

§  1.1502— 17A  Waivers. 

(a)  Effect  of  waiver  given  by  com¬ 
mon  parent  corporation.  Any  consent 
given  by  the  common  parent  corpora¬ 
tion  (or  by  an  agent  in  accordance 
with  paragraph  (c)  of  S  1.1502-16A)  ex¬ 
tending  the  time  within  which  an  assess¬ 
ment  may  be  made  or  levy  or  proceeding 
in  court  begim,  in  respect  of  the  tax  for 
a  consolidated  return  period,  shall  be 
applicable  (1)  to  each  corporation  which 
was  a  member  of  the  affiliated  group 
during  any  part  of  such  period  (whether 
or  not  any  such  corporation  has  ceased 
to  be  a  member  of  the  group),  and  (2) 
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to  each  corporation  the  income  of  which 
was  included  in  the  consolidated  return, 
or  which  filed  Form  1122,  for  such 
period,  even  though  it  is  subsequently 
determined  that  such  corporation  was 
not  a  member  of  the  group. 

(b)  Acceptance  of  waivers  from  com¬ 
mon  parent  corporation  and  alleged  sub¬ 
sidiary.  In  no  case  will  a  separate  waiver 
be  accepted  from  a  corporation  the  in¬ 
come  of  which  was  included  in  the  con¬ 
solidated  return  (for  example,  a  corpo¬ 
ration  which  the  Commissioner  deter¬ 
mines  was  not  a  member  of  the  afflllated 
group) ,  or  which  filed  Form  1122,  unless 
a  waiver  is  also  obtained  from  the  com¬ 
mon  parent,  or  unless  the  Commissioner 
Is  dealing  directly  with  such  corporation 
to  enforce  its  liability. 

§  1.1502— 18A  Failure  to  comply  with 
regulations, 

(a)  Exclusion  of  a  subsidiary  from 
consolidated  return.  If  there  has  been 
a  faUure  to  include  in  the  consolidated 
rrtum  the  income  of  any  subsidiary, 
or  a  failure  to  file  any  of  the  forms 
required  by  these  regulations,  notice 
thereof  shall  be  given  the  common  par¬ 
ent  corporation  by  the  Commissioner, 
and  the  tax  liability  of  each  member  of 
the  affiliated  group  shall  be  determined 
on  the  basis  of  separate  returns  unless 
such  income  is  included  or  such  forms 
are  filed  within  the  period  prescribed  in 
such  notice,  or  any  extension  thereof,  or 
unless  under  5  1.1502-1  lA  a  consolidated 
return  is  required  for  such  year. 

(b)  Common  parent  corporation  in¬ 
correctly  designated  in  consolidated  re¬ 
turn.  If  a  consolidated  return  includes 
a  corporation  as  the  common  parent 
and  such  corporation  was  not  (und» 
the  provisions  of  section  1502) ,  the  com¬ 
mon  parent,  the  tax  liability  of  each 
corporation  included  in  the  return  will 
be  computed  in  the  same  manner  as  if 
separate  returns  had  been  mside,  unless, 
upon  application,  the  Commissioner  ap¬ 
proves  the  making  of  a  consolidated  re¬ 
turn,  or  unless  under  §  1.1502-llA  a  con¬ 
solidated  return  is  required  for  such 
year. 

(c)  Inclusion  of  one  or  more  subsidi¬ 
aries  not  members  of  affiliated  group.  H 
a  consolidated  return  includes  a  corpo¬ 
ration  as  a  subsidiary  and  such  corpora¬ 
tion  was  not  a  member  of  the  aflUlated 
group  during  the  consolidated  return 
period,  the  tax  llsdiility  of  such  corpora¬ 
tion  will  be  determined  upon  the  bei^  of 
a  separate  return  (but  see  paragraph  (a) 
of  this  section),  and  the  consolidated 
return  shall  be  considered  as  including 
only  the  corporations  which  were  mem¬ 
bers  of  the  group  during  such  period.  If 
the  consolidated  return  includes  two  or 
more  corporations  which  are  not  mem¬ 
bers  of  the  group  but  which  constitute  a 
separate  affiliated  group,  the  tax  liability 
of  the  corporations  constituting  the  s^- 
arate  group  will  be  computed  in  the  same 
manner  as  if  separate  returns  had  becm 
made  by  such  corporations,  unless  the 
Commissioner,  upon  application,  ap¬ 
proves  the  msiking  of  a  consolidated  re¬ 
turn  for  the  separate  group,  or  unless 
under  S  1.1502-1  lA  a  consolidated  retium 
is  required  for  the  sepsurate  group. 

(d)  Effect  of  authorization  and  con¬ 
sent  filed  pursuant  to  notice.  If  Form 
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1122  is  filed  by  any  corporation,  pursu¬ 
ant  to  a  notice  under  paragraph  (a) 
of  this  section,  such  corporation  shall  be 
considered  for  all  purposes  as  having 
Joined  in  the  making  of  the  consolidated 
return. 

(e)  Allocation  of  payments  in  the 
event  of  change  by  one  or  more  corpo¬ 
rations  to  separate  returns.  In  any  case 
in  which  amounts  have  been  assessed 
and  paid  upon  the  basis  of  a  consol¬ 
idated  return  and  the  tax  liability  of 
one  or  more  of  the  corporations  Included 
in  the  consolidated  return  is  to  be  c(Hn- 
puted  in  the  same  manner  as  if  sep¬ 
arate  returns  had  been  made,  the 
amoimts  so  paid  shall  be  allocated  be¬ 
tween  the  affiliated  group  composed  of 
the  corporations  properly  included  in 
the  consolidated  return  and  each  of  the 
corporations  the  tax  liability  of  which 
is  to  be  computed  on  a  separate  basis, 
in  such  manner  as  the  corporations  in¬ 
cluded  in  the  consolidated  return  may. 
subject  to  the  approval  of  the  Commis¬ 
sioner,  agree  upon,  or,  in  the  absence 
of  an  agreement,  upon  the  bases  used 
in  the  respective  computations  of  the 
normal  tsuc.  the  surtax  and  any  other 
tax  imposed  chapter  1  of  the  Code, 
as  shown  upon  the  consolidated  return. 

§  1.1502— 19A  Tentative  carryback  ad¬ 
justments. 

(a)  Groups  with  constant  member¬ 
ship;  consolidated  returns  only.  In  the 
case  of  an  affiliated  group  the  member¬ 
ship  of  which  remains  unchanged  and 
for  which  consolidated  returns  are  made 
or  are  required  for  the  taxable  years  in¬ 
volved,  any  statement  filed  under  section 
6164  with  respect  to  an  expected  carry¬ 
back  and  any  application  for  a  tentative 
carryback  acljustment  filed  under  section 
6411  shall  be  filed  by  the  common  parent 
corporation  and  shall  disclose  all  mate¬ 
rial  facts  and  circumstances  relating  to 
the  group  as  a  whole.  Such  statement  or 
application  shall  be  filed  on  the  appro¬ 
priate  form  prescribed  for  such  purpose. 
Form  1138  or  Form  1139,  as  the  case  may 
be.  Any  refunds  allowable  under  any 
such  application  will  be  made  directly 
to  and  in  the  name  of  the  common  par¬ 
ent.  The  making  of  any  such  refimd  win 
discharge  any  liability  of  the  Govern¬ 
ment  in  respect  thereof  to  the  several 
affiliated  corporations.  The  common 
parent  corporation  and  its  several  sub¬ 
sidiaries  shall  be  severally  liable  for  any 
amoxmts  assessed  pursuant  to  section 
6213  (b)  (2),  together  with  any  interest 
or  penalty  assessed  in  connection  there¬ 
with. 

(b)  Groups  with  changing  member¬ 
ship;  cases  involving  a  separate  return 
period.  (1)  The  membership  of  an 
affiliated  group  may  change  during  a 
taxable  year  for  which  a  net  operating 
loss  arises,  or  in  the  preceding  taxable 
year  affected  by  such  net  loss.  Or  an 
affiliated  group  making  a  consolidated 
return  for  the  year  of  such  net  loss  may 
have  made  separate  rettims  for  the  pre¬ 
ceding  year;  or  a  group  making  separate 
returns  for  the  year  of  the  net  loss  may 
have  made  a  consolidated  return  for  the 
preceding  year.  In  any  such  case,  the 
statement  provided  for  in  sectl(m  6164 
and  the  appllcaticm  for  the  tentative 
carryback  adjustment  provided  for  in 


section  6411  shall  be  a  Joint  stat^nent 
or  application  concurred  in  and  exe¬ 
cuted  by  each  corporation  which  was 
a  member  of  the  group  at  any  time 
during  either  of  the  taxable  years  in¬ 
volved  in  the  deferment  or  adjustment 
sought  The  time  for  the  payment  of 
taxes  shall  be  extended  under  section 
6164  and  the  adjustment  provided  for 
in  section  6411  shall  be  made  only  in 
accordance  with  an  agreement  of  the 
several  corporations  involved  to  be  made 
a  part  of  such  statement  or  application. 
Any  refund  allowable  imder  any  such 
application  with  respect  to  a  consoli¬ 
dated  return  period  will  be  made  directly 
to  and  in  the  name  of  the  common  par¬ 
ent  corporation,  and  the  making  of  any 
such  refimd  will  discharge  any  liability 
of  the  Government  in  respect  thereof  to 
the  several  affiliated  corporations.  The 
common  parent  corporation  and  its  sev¬ 
eral  subsidiaries  shall  be  severally  liable 
for  any  amounts  assessed  pursuant  to 
section  6213  (b)  (2) ,  together  with  any 
interest  or  penalty  assessed  in  connec¬ 
tion  therewith. 

(2)  In  the  absence  of  an  agreement 
between  the  several  corporations,  or  in 
the  event  of  their  failure  to  set  forth  the 
provisions  of  such  an  agreonent  as  a 
part  of  their  statement  or  application,  no 
extension  of  time  for  the  payment  of 
any  tax  under  the  provisions  of  section 
6164  shall  be  granted,  and  no  tentative 
adjustment  shall  be  made  under  section 
6411. 

(3)  Notwithstanding  any  agreement 
between  the  several  affiliated  corpora¬ 
tions.  no  tentative  adjustment  shall  be 
made  with  respect  to  either  a  consoli¬ 
dated  or  a  separate  return  pmlod  in 
disregard  of  the  several  liability  of  the 
several  corporations  with  respect  to  any 
taxable  year  for  which  a  consolidated 
return  was  made  or  was  required. 

§§  1.1502-20Ato  1.1502-29A  [Reserved] 
§  1.1502— 30 A  Compntation  of  tax. 

(a)  General  rule.  In  the  case  of  an 
affiliated  group  which  makes,  or  is  re¬ 
quired  to  make,  a  consolidated  return  for 
any  taxable  year,  the  tax  liability  of  each 
corporation  for  the  period  during  such 
year  that  it  was  a  member  of  such  group 
shall  be  computed,  subject  to  the  pro¬ 
visions  of  paragraph  (b)  of  this  section, 
upon  the  consolidated  taxable  income 
and  the  consolidated  taxable  inctune  plus 
the  aggregate  of  the  deductions  of  the 
several  affiliated  corporations  allowable 
under  section  242,  or,  in  the  case  of  the 
taxes  imposed  by  section  531,  section  541 
(except  as  provided  in  paragraph  (b)  (4) 
of  this  section),  and  section  802,  upon 
the  consolidated  accumulated  taxable 
income,  the  consolidated  undistributed 
person^  holding  company  income,  the 
consolidated  life  insurance  company 
taxable  Income,  the  consolidated  life  in¬ 
surance  company  taxable  income  plus 
the  aggregate  of  the  deductions  of  the 
several  affiliated  corporations  allowable 
imder  section  242,  or  the  consolidated 
1954  life  insurance  company  taxable  in¬ 
come,  as  the  case  may  be,  determined  in 
each  case  in  accordance  with  the  regu¬ 
lations  under  section  1502.  Ih  the  case 
of  an  affiliated  group  realising  long¬ 
term  cM>ital  gains  and  computing  its  tax 
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under  the  alternative  tax  provisions  of 
section  1201,  the  tax  shall  be  computed 
with  reference  to  Uie  consolidated  tax¬ 
able  income,  and  the  excess  of  the  con¬ 
solidated  net  long-term  capital  gain  over 
the  consolidated  net  short-term  capital 
loss.  The  tax  imposed  under  section  11 
(c)  or  section  831  shall  be  increased  for 
any  taxable  year  for  which  an  aflUiated 
group  makes  or  is  required  to  make  a 
consolidated  return  by  2  percent  of  the 
consolidated  taxable  income  (computed 
without  regard  to  the  deduction,  if  any, 
provided  in  section  242  for  partially  tax- 
exempt  interest) . 

(b)  Special  rules.  The  general  rule 
prescribe  in  paragraph  (a)  of  this  sec¬ 
tion  is  subject  to  the  following  special 
rules; 

(1)  In  the  case  of  Western  Hemi¬ 
sphere  trade  corporations  and  regulated 
l^Uc  utilities.  If  the  affiliated  group 
filing  a  consolidated  retiim  includes  a 
Western  Hemisphere  trade  corporation, 
as  defined  in  section  921,  or  a  regrulated 
public  utility,  as  defined  in  section  1503 
and  paragraph  (g)  of  §  1.1502-2A,  the  in¬ 
crease  of  2  percent  provided  in  section 
1503(a)  in  the  corporation  siirtax  rate 
shall  be  applied  only  on  that  portion  of 
the  consolidated  taxable  income  attrib¬ 
utable  to  the  members  of  the  group  other 
than  the  Western  Hemisphere  trade  cor¬ 
poration  or  the  regulated  public  utility 
without  any  increase  with  respect  to  any 
partially  tax-exempt  interest  of  such 
Western  Hemisphere  trade  corporation 
or  such  regulated  public  utility. 

(2)  In  case  of  mutual  savings  bariks 
conducting  life  insurance  business.  If 
the  parent  corporation  of  an  affiliated 
group  is  a  mutual  savings  bank  which,  if 
a  separate  return  were  filed,  would  be 
subject  to  the  alternative  tax  of  section 
594  (a)  (relating  to  a  mutual  savings 
bank  conducting  a  life  insiu^nce  busi¬ 
ness),  the  provisions  of  section  594  (a) 
shall  apply  to  such  group  and  the  alter¬ 
native  tax  of  such  group  under  section 
594  (a)  shall  be  computed  with  reference 
to  the  consolidated  taxable  income  of  the 
group  attributable  to  such  parent  corpo¬ 
ration  determined  without  regard  to  any 
items  of  gross  income  or  deductions 
properly  allocable  to  the  business  of  the 
life  Insurance  department,  and  with  rel- 
erence  to  the  Income  of  such  life  insur¬ 
ance  department  determined  under  the 
provisions  of  section  594  (a)  (2)  and 
paragraph  (b)  of  §  1.1502-31A. 

(3)  Changes  in  methods  of  account¬ 
ing.  In  any  case  in  which  a  member 
of  the  affiliated  group  changes  its 
method  of  accounting,  if  the  year  of  the 
change  is  a  year  for  which  a  consoli¬ 
dated  return  is  filed  (or  is  required  to 
be  filed),  and  if  the  requirements  of 
section  481  (b)  are  met,  then  the  tax 
under  chapter  1  of  the  Code  attributable 
to  the  increase  in  consolidated  taxable 
income  required  by  paragraph  (c)  of 
S  1.1502-44A  shall  not  be  greater  than  the 
tax  imder  chapter  1  (or  the  correspond¬ 
ing  provisions  of  prior  law)  which  would 
result  if  the  provisions  of  section  481(b) 
were  applied  to  the  corporation  required 
to  make  the  change  in  accounting 
method,  but  with  the  taxes  for  any  year 
determined  on  the  basis  of  the  regula¬ 
tions  under  section  1502  (or  prior  con¬ 


solidated  returns  regulations)  if  the 
income  of  such  corporation  was  included 
in  a  consolidated  return  for  such  year, 
or  on  the  basis  of  a  separate  retiim,  if 
the  income  of  such  corporation  was  re¬ 
ported  in  a  separate  return  for  such  year. 

(4)  Personal  holding  companies.  In 
the  case  of  an  affiliated  group  which 
makes  or  is  required  to  make  a  consoli¬ 
dated  return  for  any  taxable  year,  the 
tax  liability  of  each  corporation  for  the 
period  during  such  year  that  it  was  a 
member  of  such  group  shall  not  be  com¬ 
puted  in  the  case  of  the  tax  imposed  by 
section  541  upon  the  consolidated  un¬ 
distributed  personal  holding  company 
income  if: 

(i)  The  affiliated  group  is  an  ineli¬ 
gible  affiliated  group  as  defined  in  section 
542  (b)  (2). 

(ii)  The  affiliated  group  includes  as 
a  member  (including  the  common  parent 
corporation)  an  excluded  corporation 
within  the  meaning  of  section  542  (c), 

(ill)  The  consolidated  personal  hold¬ 
ing  company  income  is  less  than  80  per¬ 
cent  of  the  consolidated  section  542 
gross  income,  or 

(iv)  At  no  time  during  the  last  half 
of  the  taxable  year  more  than  50  percent 
in  value  of  the  outstanding  stock  of  the 
parent  corporation  was  owned  directly 
or  indirectly  by  or  for  not  more  than  5 
individuals  within  the  meaning  of  sec¬ 
tion  542  (a)  (2). 

If  the  tax  liability  of  each  corporation 
under  section  541  is  not  computed  upon 
the  consolidated  undistribut^  personal 
holding  company  income  solely  by  reason 
of  the  application  of  subdivision  (iii)  or 
(iv)  of  this  subparagraph  (or  both) ,  no 
member  of  the  affiliated  group  shall  be 
subject  to  the  tax  under  section  541  for 
such  year  or  part  thereof  that  it  was  a 
member  of  the  affiliated  group.  If  the  tax 
liability  of  each  corporation  under  sec¬ 
tion  541  is  not  computed  upon  the  con¬ 
solidated  undistributed  personal  holding 
company  income  by  reason  of  the  appli¬ 
cation  of  subdivision  (i)  or  (ii)  of  this 
subparagraph  (whether  or  not  subdivi¬ 
sion  (iii)  m:  (iv)  of  this  subparagraph,  or 
both,  are  applicable),  then  such  liabil¬ 
ity  shall  be  computed  by  reference  to  the 
tax  liability  of  the  several  members  of 
the  affiliated  group  which  are  personal 
holding  companies  within  the  meaning 
of  section  542(a)  in  the  same  manner 
as  if  such  corporations  had  filed  separate 
returns  except  that  paragraph  (b)  (1)  (i) 
of  S  1.1502-31A  shall  be  applicable  (ex¬ 
cept  with  respect  to  dividends  received 
from  other  members  of  the  group)  in  the 
computation  of  gross  income,  personal 
holding  company  income,  and  undis¬ 
tributed  personal  holding  company  in¬ 
come,  and  section  562(d)  shall  be  appli¬ 
cable  in  the  computation  of  dividends 
paid. 

§  1.1IS02— 31A  Banis  of  tax  rompula- 
tion. 

In  the  case  of  an  affiliated  group  of. 
corporations  which  makes,  or  is  required 
to  make  a  consolidated  return  for  any 
taxable  year,  and  except  as  otherwise 
provided  in  the  regulations  tmder  section 
1502,  the  tax  liability  determined  under 
i  1.1502-30A  shall  be  determined  subject 
to  the  definitions  and  rules  of  computa¬ 


tion  set  forth  in  paragraphs  (a)  and  (b) 
of  this  section. 

(a)  Definitions — (1)  Consolidated 
taxable  income.  The  consolidated  tax¬ 
able  income  shall  be  the  combined  tax¬ 
able  income  of  the  several  affiliated  cor¬ 
porations: 

(i)  Minus  the  sum  of : 

(a)  Any  consolidated  net  operating 
loss  deduction. 

(b)  Any  consolidated  section  1231  net 
loss,  relating  to  net  losses  from  involun¬ 
tary  conversions  subject  to  section  1231, 
and  from  sales  or  exchanges  of  property 
subject  to  section  1231. 

(c)  Any  consolidated  charitable  con¬ 
tribution  deduction,  but  not  in  excess 
of  5  percent  of  the  consolidated  taxable 
income  computed  without  regard  to  such 
consolidated  charitable  contribution  de¬ 
duction,  any  deductions  under  part  vm 
(section  241  and  following,  except  section 
248),  subchapter  B,  chapter  1  of  the 
Code,  any  consolidated  net  operating  loss 
carrybacks,  and  any  deduction  under 
section  922  (special  deduction  for  West¬ 
ern  Hemisphere  trade  corporations), 

(d)  Any  consolidated  dividends  re¬ 
ceived  deduction. 

(e)  Any  consolidated  section  922  de¬ 
duction. 

(/)  Any  consolidated  section  175  de¬ 
duction,  but  not  in  excess  of  25  percent 
of  the  consolidated  section  175  gross  in¬ 
come, 

(g)  Any  consolidated  section  247  de¬ 
duction, 

(A)  Any  consolidated  section  582(c) 
net  loss,  and 

(1)  [Reserved] 

(/)  Any  consolidated  section  181  de¬ 
duction, 

(ii)  Plus  any  consolidated  net  capital 
gain,  or 

(ill)  Minus,  in  the  case  of  an  affiliated 
group  including  as  members  one  or  more 
corporations  subject  to  the  tax  imposed 
by  section  831,  the  combined  additional 
capital  loss  deductions  of  such  corpora¬ 
tions  authorized  by  section  832  (c)  (5) 
(but  in  an  amount  not  in  excess  of  the 
consolidated  net  capital  loss). 

(2)  Consolidated  net  operating  lost 
deduction.  The  consolidated  net  op¬ 
erating  loss  deduction  shall  be  an  amount 
equal  to  the  aggregate  of  the  consoli¬ 
dated  net  operating  loss  carryovers  and 
of  the  consolidated  net  operating  loss 
carrybacks  to  the  taxable  year. 

(3)  Consolidated  net  operating  loss 
carryovers.  (1)  The  consolidated  net 
operating  loss  carryovers  to  the  taxable 
year  shall  consist  Of — 

(a)  The  consolidated  net  operating 
losses,  if  any,  for  the  five  preceding  tax¬ 
able  years  (and  the  consolidated  net 
operating  losses,  if  any,  for  the  sixth 
and  seventh  preceding  taxable  years 
(not  including  sis  a  sixth  or  seventh 
preceding  tsixable  year  smy  taxable  year 
ending  on  or  before  December  31,  1955) 
to  the  extent  attributable  to  members  of 
the  sdBliated  group  which  su«,  smd  were 
in  the  taxable  year  in  which  the  loss 
originated,  regulated  transportation 
corporations  as  defined  in  section 
172(j)(l)).  but  only  to  the  extent  that 
the  consolidated  nrt  operating  loss  for 
any  such  preceding  taxable  year  was  not 
attributable  to  a  corporation  msdting  a 
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separate  return  or  Joining  in  a  con¬ 
solidated  return  filed  by  another  affill** 
ated  group  for  the  taxable  year  and  was 
not  absorbed  as  a  carryover  or  carry¬ 
back  for  preceding  or  Intervening  tax¬ 
able  years, 

and,  with  respect  to  a  net  operating  loss 
sustained  by  a  corporation  in  a  taxable 
year  for  which  a  separate  return  was 
filed,  or  for  which  such  corporation 
Joined  in  a  consolidated  return  filed  by 
another  affiliated  group,  but  subject  to 
the  limitation  prescribed  in  paragraph 

(b)  (3)  of  this  section, 

(b)  The  amount  of  the  net  operating 
losses,  if  any,  of  such  corporation  for  the 
five  preceding  taxable  years  (and  the 
net  operating  losses,  if  any,  for  the  sixth 
and  seventh  preceding  taxable  years 
(not  including  as  a  sixth  or  seventh 
preceding  taxable  year  any  taxable  year 
ending  on  or  before  December  31,  1955) 
if  such  corporation  Is,  and  was  in  the 
taxable  year  in  which  the  loss  was  sus¬ 
tained,  a  regulated  transportation 
corporation  as  defined  in  section  172 (j) 
(1) ) ,  to  the  extent  that  the  net  operat¬ 
ing  loss  for  any  si^ch  preceding  taxable 
year  was  not  absorbed  as  a  carryover  or 
carryback  for  preceding  or  Intervening 
taxable  years. 

(il)  For  purposes  of  subdivision  (i)  of 
this  subparagraph,  there  shall  not  be 
included  as  a  fifth  preceding  taxable  year 
any  taxable  year  beginning  prior  to 
1950,  unless  such  preceding  taxable  year 
began  in  1949  and  ended  in  1950,  and 
unless  all  members  of  the  group  for  such 
preceding  taxable  year  (or  the  corpora¬ 
tion  filing  a  separate  return  or  Joining 
in  a  consolidate  return  filed  by  another 
affiliated  group)  commenced  business  in 
1949;  and  in  such  ceise  the  amount  of 
the  consolidated  net  operating  loss  (or 
net  operating  loss)  for  such  fifth  year 
shall  not  be  treated  as  a  carryover 
except  to  the  extent  that  such  loss  is 
allocable  to  1950. 

(iii)  For  purposes  of  this  section,  a 

net  operating  loss  attributable  to  a 
regulated  transportation  corporation 
shall  not  be  a  net  operating  loss  carry¬ 
over  to  the  sixth  taxable  year  following 
the  year  in  which  the  loss  originated  un¬ 
less,  for  such  sixth  taxable  year,  the 
corporation  to  which  the  loss  is  attribut¬ 
able  is  a  regulated  transportation  corpo¬ 
ration;  and  shall 'not  be  a  carryover  to 
the  seventh  taxable  year  following  the 
year  in  which  the  loss  originated  unless 
for  both  such  sixth  and  seventh  years  the 
corporation  to  which  the  loss  is  attribut¬ 
able  is  such  a  regulated  transportation 
corporation.  V 

(iv)  In  the  case  of  a  net  operating  loss 
for  a  taxable  year  beginning  in  1955  and 
ending  in  1956,  attributable  to  a  regu¬ 
lated  transportation  corporation,  the 
amount  of  such  loss  which  may  be  car¬ 
ried  to — 

(a)  The  sixth  taxable  year  following 
the  loss  year  shall  be  the  amoimt  which 
bears  the  same  ratio  to  the  amount  which 
would  (without  regard  to  the  limitation 
prescribed  in  paragraph  (b)  (3)  of  this 
section  for  s\ich  sixth  taxable  year)  be 
carried  to  such  sixth  taxable  year  as  the 
number  of  days  in  the  loss  year  after 
December  31,  1955,  bears  to  the  total 
number  of  days  in  the  loss  year,  and 
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(b)  The  seventh  taxable  year  following 
the  loss  year  shall  be  the  amount  which 
bears  the  same  ratio  to  the  amount  which 
would  (without  regard  to  the  limitation 
prescribed  in  parsigraph  (b)(3)  of  this 
section  for  such  seventh  taxable  year) 
be  carried  to  such  seventh  taxable  year 
as  the  number  of  days  in  the  loss  year 
after  December  31, 1955,  bears  to  the  total 
number  of  days  in  the  loss  year. 

The  amounts  determined  imder  (a)  and 
(b)  of  this  subdivision  shall  be  subject 
to  the  limitation  prescribed  in  paragraph 
(b)  (3)  of  this  section. 

(V)  See  paragraph  (b)  (21)  of  this  sec¬ 
tion  in  any  case  in  which  a  member  of 
the  group  is  an  acquiring  corporation  in 
a  transaction  described  in  section  381(a) 
or  any  member  of  the  group  is  subject 
to  the  limitations  provided  in  section  382. 

(4)  Consolidated  net  operating  loss 
carrybacks,  (i)  The  consolidated  net 
operating  loss  carrybacks  to  the  taxable 
year  with  respect  to  net  operating  losses 
sustained  in  taxable  years  ending  after 
December  31, 1957,  shall  consist  of — 

(a)  The  amount  of  the  consolidated 
net  operating  loss,  if  any,  for  the  first 
succeeding  taxable  year  (to  the  extent 
not  attributable  to  a  corporation  making 
a  separate  return  or  Joirdng  in  a  consoli¬ 
dated  return  filed  by  anomer  affiliated 
group  for  the  taxable  year)  reduced  to 
the  extent  absorbed  as  a  carryback,  con¬ 
solidated  or  separate,  as  the  case  may  be, 
for  the  first  two  preceding  taxable  years 
(and  for  the  third  and  fourth  preceding 
years  with  respect  to  that  portion  of  the 
consolidated  net  operating  loss  attribut¬ 
able  to  the  net  operating  losses  of  mem¬ 
bers  for  which  certifications  have  been 
issued  under  section  317  of  the  Trade 
Expansion  Act  of  1962  and  with  respect 
to  which  the  requirements  of  section 
172(b)(3)(A)  have  been  met), 

(b)  The  amount  of  the  consolidated 
net  operating  loss,  if  any,  for  the  second 
succeeding  taxable  year  (to  the  extent 
not  attributable  to  a  corporation  making 
a  separate  return  or  Joining  in  a  con¬ 
solidated  retxim  filed  by  another  affili¬ 
ated  group  for  the  taxable  year)  reduced 
to  the  extent  absorbed  as  a  carryback, 
consolidated  or  separate,  as  the  case  may 
be,  for  the  first  preceding  taxable  year 
(and  for  the  second  and  third  preceding 
years  with  respect  to  that  portion  of  the 
consolidated  net  operating  loss  attrib¬ 
utable  to  the  net  operating  losses  of 
members  for  which  certifications  have 
been  issued  under  section  317  of  the 
Trade  Expansion  Act  of  1962  and  with 
respect  to  which  the  requirements  of 
section  172(b)  (3)  (A)  have  been  met) , 

(c)  The  amount  of  the  consolidated 
net  operating  loss,  if  any,  for  the  third 
succe^ng  taxable  year  (to  the  extent 
not  attributable  to  a  corporation  mak¬ 
ing  a  separate  return  or  Joining  in  a  con¬ 
solidate^  return  filed  by  another  affili¬ 
ated  group)  reduced  to  the  extent 
absorbed  as  a  carryback,  consolidated  or 
separate,  as  the  case  may  be,  for  the 
fimt  two  preceding  taxable  years  with  re¬ 
spect  to  that  portion  of  the  consolidated 
net  operating  loss  attributable  to  the  net 
operating  losses  of  members  for  which 
certifications  have  been  issued  under  sec¬ 
tion  317  of  the  Trade  Expansion  Act  of 
1962  and  with  respect  to  which  the  re- 
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quirements  of  section  172(b)  (3)  (A)  have 
been  met, 

(d)  That  portion  of  the  consolidated 
net  operating  loss  for  the  fourth  suc¬ 
ceeding  taxable  year  which  is  attribu¬ 
table  to  the  net  operating  losses  of 
members  for  which  certifications  have 
been  issued  under  section  317  of  the 
Trade  Expansion  Act  of  1962  and  with 
respect  to  which  the  requirements  of 
section  172(b)  (3)  (A)  have  been  met  (to 
the  extent  not  attributable  to  a  corpora¬ 
tion  making  a  separate  return  or  Joining 
in  a  consolidated  return  filed  by  another 
affiliated  group  for  the  taxable  year), 
reduced  to  the  extent  absorbed  as  a  car¬ 
ryback,  consolidated  or  separate,  as  the 
case  may  be,  for  the  first  preceding  tax¬ 
able  year, 

(e)  That  portion  of  the  consolidated 
net  operating  loss  for  the  fifth  succeed¬ 
ing  taxable  year  which  is  attributable  to 
the  net  operating  losses  of  members  for 
which  certifications  have  been  Issued  un¬ 
der  section  317  of  the  Trade  Expansion 
Act  of  1962  and  with  respect  to  which  the 
requirements  of  section  172(b)(3)(A) 
have  been  met  (to  the  extent  not  attribu¬ 
table  to  a  corporation  making  a  separate 
return  or  Joining  in  a  consolidated  re¬ 
turn  filed  by  another  affiliated  group  for 
the  taxable  year) , 

and,  with  resp>ect  to  a  net  operating  loss 
sustained  by  a  corporation  which,  for 
any  of  the  five  succeeding  taxable  years, 
files  a  separate  return  or  Joins  in  a  con¬ 
solidated  return  filed  by  another  affiliated 
group,  but  subject  to  the  limitation  pre¬ 
scribed  in  paragraph  (b)(3)  of  this 
section, 

(/)  The  amount  of  the  net  operating 
loss,  if  any,  sustained  by  such  corpora¬ 
tion  for  the  first  succeeding  taxable 
year,  reduced  to  the  extent  absorbed  in 
a  separate  return  (or  in  a  consolidated 
return)  for  the  first  two  preceding  tax¬ 
able  years  (and  for  the  third  and  fourth 
preceding  taxable  years  if  a  certification 
of  such  loss  has  been  Issued  under  section 
317  of  the  Trade  Expansion  Act  of  1962, 
and  the  requir^ents  of  section  172(b) 
(3)  (A)  have  been  met) , 

(g)  The  amount  of  the  net  operating 
loss,  if  any.  sustained  by  such  corpora¬ 
tion  for  the  second  succeeding  taxable 
year,  reduced  to  the  extent  absorbed  in 
a  separate  return  (or  in  a  consolidated 
return)  for  the  first  preceding  taxable 
year  (and  for  the  second  and  third  pre¬ 
ceding  taxable  years  if  a  certification 
of  such  loss  has  been  issued  under  sec¬ 
tion  317  of  the  Trade  Exptanslon  Act  of 
1962,  and  the  requirements  of  section 
172(b)  (3)  (A)  have  been  met) , 

(A)  The  amount  of  the  net  operating 
loss,  if  any,  sustained  by  such  corporation 
for  the  third  succeeding  taxable  year, 
reduced  to  the  extent  absorbed  in  a  sep¬ 
arate  return  (or  in  a  consolidated  re¬ 
turn)  for  the  first  and  second  preceding 
taxable  years  if  a  certification  of  such 
loss  has  been  Issued  tmder  section  317 
of  the  Trade  Expansion  Act  of  1962,  and 
the  requirements  of  section  172(b)(3) 
(A)  have  been  met, 

(i)  [Reserved] 

(f)  The  amount  of  the  net  operating 
loss,  if  any,  sustained  by  such  corpora- 
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tion  for  the  foiirth  succeeding  taxable 
year  (but  only  If  a  certification  of  such 
loss  for  such  year  has  been  Issued  under 
section  317  of  the  Trade  Expansion  Act 
of  1962.  and  the  requirements  of  section 
172(b)(3)(A)  have  been  met),  reduced 
to  the  extent  al^rbed  in  a  separate  re¬ 
turn  (or  in  a  consolidated  return)  for 
the  first  preceding  taxable  year,  and 
(fc)  The  amount  of  the  net  operating 
loss,  if  any,  sustained  by  such  corpora¬ 
tion  for  the  fifth  succeeding  taxable 
year  (but  only  if  a  certification  of  such 
loss  for  such  year  has  been  Issued  under 
section  317  of  the  Trade  Expansion  Act 
of  1962,  and  the  requirements  of  section 
172(b)(3)(A)  have  been  met). 

If  the  taxable  year  in  which  the  net  op¬ 
erating  loss  or  consolidated  net  operat¬ 
ing  loss  was  sustained  is  a  year  beginning 
in  1957  and  ending  in  1958,  the  carry¬ 
back  is  subject  to  section  172(1)  or  par¬ 
agraph  (b)(4)(v)  of  this  section,  re¬ 
spectively.  See  also  paragraph  (b)  (21) 
of  this  section  in  any  case  in  which  a 
member  of  the  group  is  an  acquiring  cor¬ 
poration  in  a  transsustion  described  in 
section  381(a),  or  any  member  of  the 
group  is  subject  to  the  limitations  pro¬ 
vided  in  section  382. 

(ii)  The  consolidated  net  operating 
loss  carrybacks  to  the  taxable  year  with 
respect  to  net  operating  losses  sustained 
in  taxable  years  ending  before  January 
1, 1958,  shall  consist  of — 

(a)  The  amount  of  the  consolidated 
net  operating  loss,  if  any,  for  the  first 
succeeding  taxable  year  (to  the  extent 
not  attributable  to  a  corporation  mak¬ 
ing  a  separate  return  or  Joining  in  a 
consolidated  return  filed  by  another 
affiliated  group  for  the  taxable  year)  re¬ 
duced  to  the  extent  absorbed  as  a  carry¬ 
back,  consolidated  or  separate,  as  the 
case  may  be,  for  the  first  preceding  tax¬ 
able  year; 

(b)  The  amount  of  the  consolidated 
net  operating  loss,  if  any,  for  the  second 
succeeding  taxable  year  to  the  extent 
not  attributable  to  those  corporations 
making  separate  returns  in  the  taxable 
year; 

and,  with  respect  to  a  net  operating  loss 
sustained  by  a  corporation  which,  for 
either  of  the  two  succeeding  taxable 
years,  files  a  separate  return  or  Joins 
in  a  consolidated  return  filed  by  another 
affiliated  group,  but  subject  to  the  limita¬ 
tions  prescribed  in  paragraph  (b)  (3) 
of  this  section, 

(c)  The  amount  of  the  net  operating 
loss,  if  any.  sustained  by  such  corporation 
for  the  first  succeeding  taxable  year  re¬ 
duced  to  the  extent  absorbed  by  such 
corporation  for  the  first  preceding  tax¬ 
able  year  or.  if  the  income  of  such  corpo¬ 
ration  is  included  in  the  consolidated 
return  for  the  first  preceding  taxable 
year,  reduced  to  the  extent  absorbed  by 
such  consolidated  return;  and 

(d)  The  amount  of  the  net  operating 
loss,  if  any,  sustained  by  such  corpo¬ 
ration  for  the  second  succeeding  taxable 
year. 

See.  however,  paragraph  (b)  (21)  of  this 
section  in  any  case  in  which  a  member 
of  the  group  is  an  acquiring  corporation 
in  a  transaction  described  in  section  381 
(a)  or  any  member  of  the  group  is  sub¬ 


ject  to  the  limitations  provided  in  sec¬ 
tion  382. 

(5)  Consolidated  net  operating  loss. 
The  consolidated  net  operating  loss  shall 
be  an  amount  equal  to  the  excess  of  the 
sum  of: 

(i)  The  combined  net  operating  losses 
of  the  sevei^  affiliated  corporations  hav¬ 
ing  net  operating  losses, 

(ii)  The  consolidated  section  175  de¬ 
duction,  but  not  in  excess  of  25  percent 
of  the  consolidated  section  175  gross 
Income, 

(ill)  The  consolidated  section  181  de¬ 
duction. 

(iv)  The  consolidated  section  1231  net 
loss, 

(V)  The  aggregate  of  the  deductions 
of  the  several  affiliated  corporations  im- 
der  sections  243,  244,  and  245  (computed 
without  regard  to  the  limitation  con¬ 
tained  in  section  246(b) )  and  under  sec¬ 
tion  247  (computed  without  regard  to 
the  limitation  of  subsection  (a)  (1)  (B) 
of  such  section) ,  and 

(vl)  The  consolidated  section  582(c) 
net  loss, 

over  the  sum  of — 

(vii)  The  combined  taxable  income  of 
the  several  affiliated  corporations  hav¬ 
ing  taxable  income,  computed  without 
regard  to  any  deductions  imder  section 
242  (relating  to  partially  tax-exempt  in¬ 
terest)  ,  and 

(viii)  The  consolidated  net  capital 
gain. 

(6)  Consolidated  section  1231  net  loss. 
The  consolidated  section  1231  net  loss 
shall  be  the  excess  oi  the  aggregate  of 
the  recognized  losses  of  the  character 
described  in  section  1231  sustained  by  the 
several  affiliated  corporations  over  the 
aggregate  of  the  recognized  gains  of  the 
character  described  in  section  1231  real¬ 
ized  by  the  several  affiliated  corporations. 

(7)  Consolidated  charitable  contribu¬ 
tion  deduction.  The  consolidated  chari¬ 
table  contribution  deduction  shall  be  the 
aggregate  of  the  amount  of  the  deduc¬ 
tions  of  the  several  affiliated  corpora¬ 
tions  allowable  imder  section  170  for  the 
taxable  year  (determined  without  regard 
to  the  5-percent  limitation  of  section  170 
(b)  (2) )  and  an  amount  equal  to  the  ag¬ 
gregate  of  the  consolidated  charitable 
contribution  carryovers  to  the  taxable 
year. 

(8)  Consolidated  charitable  contri¬ 
bution  carryovers.  The  consolidated 
charitable  contribution  carryovers  to 
the  taxable  year  shall  consist  of — 

(i)  The  excess,  if  any,  of  the  amount 
of  the  consolidated  charitable  contri¬ 
bution  deduction  (computed  without  re¬ 
gard  to  any  charitable  contribution 
carryovers)  for  the  two  preceding  tax¬ 
able  years  over  the  limitation  of  sub- 
paragraph  (l)(i)(c)  of  this  paragraph 
for  such  years  to  the  extent  that  the  con¬ 
solidated  charitable  contribution  de¬ 
duction  for  any  such  preceding  year  was 
not  attributable  to  a  corporation  making 
a  separate  return,  or  Joining  in  a  con¬ 
solidated  return  filed  by  another  affili¬ 
ated  group,  for  the  taxable  year 
reduced  by — 

(a)  The  amount  absorbed  as  a  carry¬ 
over  by  the  consolidated  or  separate 
taxable  Income  for  the  intervening  tax¬ 
able  year,  and 


(b)  The  increase  in  a  consolidated  or 
separate  net  operating  loss  carryover  re¬ 
sulting  from  such  excess, 

and,  with  respect  to  any  excess  of 
charitable  contributions  over  the  appli. 
cable  5-percent  limitation  of  a  corpora¬ 
tion  in  a  taxable  year  for  which  a 
separate  return  was  filed,  or  for  which 
such  corporation  Joined  in  a  consoli¬ 
dated  return  filed  by  another  affiliated 
group — 

(ii)  The  amount  of  such  excesses  of 
such  corporation  for  the  two  preceding 
taxable  years  reduced  by: 

(a)  The  amount  absorbed  as  a  carry¬ 
over  by  the  consolidated  or  separate  tax¬ 
able  income  for  the  intervening  taxable 
year,  and 

(b)  The  increase  in  a  consolidated  or 
separate  net  operating  loss  carryover 
resulting  from  such  excess. 

(9)  Consolidated  net  capital  gain. 
The  consolidated  net  capital  gain  shall 
be  the  excess  of  the  sum  of — 

(i)  The  aggregate  of  the  capital  gains 
of  the  several  affiliated  corporations, 

(ii)  The  consolidated  section  1231  net 
gain,  and 

(ill)  The  consolidated  section  582(c) 
net  gain, 

over  the  sum  of — 

(iv)  The  aggregate  of  the  capital 
losses  of  such  corporations,  and 

(V)  The  aggregate  of  the  consolidated 
net  capital  loss  carryovers  to  the  taxable 
year. 

(10)  Consolidated  section  1231  net 
gain.  The  consolidated  section  1231  net 
gain  shall  be  the  excess  of  the  aggregate 
of  the  recognized  gains  of  the  character 
described  in  section  1231  realized  by  the 
several  afliliated  corporations  over  the 
aggregate  of  the  recognized  losses  of  the 
character  described  in  section  1231  sus¬ 
tained  by-  the  several  affiliated  corpora¬ 
tions. 

(11)  Consolidated  net  capital  lost 
carryover.  The  consolidated  net  capi¬ 
tal  loss  carryovers  to  the  taxable  year 
shall  consist  of : 

(1)  The  consolidated  net  capital  losses, 
if  any,  for  the  5  preceding  taxable  years 
to  the  extent  that  such  losses  were  not 
attributable  to  a  corporation  making  a 
separate  return,  or  Joining  in  a  consoli¬ 
dated  return  filed  by  another  iffiliated 
group,  for  the  taxable  year,  and  were  not 
absorbed  by  net  capital  gains  for  inter¬ 
vening  taxable  years  pursuant  to  the 
provisions  of  section  1212  or  correspond¬ 
ing  provisions  of  prior  law.  consolidated 
or  separate,  as  the  case  may  be. 

and.  with  respect  to  net  capital  losses 
sustained  by  a  corporation  for  taxable 
years  for  which  separate  returns  were 
filed,  or  for  which  such  corporation 
Joined  in  a  consolidated  return  filed  by 
another  affiliated  group, 

(ii)  The  net  capital  losses,  if  any.  sus¬ 
tained  by  such  corporation  for  its  5  pre¬ 
ceding  taxable  years  to  the  extent  that 
such  losses  were  not  absorbed  by  the  net 
capital  gains  of  such  corporation  (or.  If 
the  income  of  such  corporation  was  in¬ 
cluded  in  a  consolidated  return,  by  the 
consolidated  net  capital  gain)  for  inter¬ 
vening  taxable  years  pursuant  to  the 
provisions  of  section  1212  or  correspond¬ 
ing  provisions  of  prior  law.^ 
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(12)  Consolidated  net  capital  loss. 
The  consolidated  net  capital  loss  shall 
be  the  excess  of  the  aggregate  of  the 
capital  losses  of  the  several  affiliated 
corporations  over  the  sum  of: 

(i)  The  aggregate  of  the  capital  gains 

such  corporations, 

(ii)  The  consolidated  section  1231  net 
gain,  and 

(iii)  The  consolidated  section  582(c) 
net  gain, 

reduced  in  the  case  of  an  affiliated  group 
including  as  members  one  or  more  cor¬ 
porations  subject  to  the  tax  imposed  by 
section  831,  but  only  for  the  purpose  of 
net  capital  loss  csuryover  computations, 
by  whichever  of  the  following  amounts  is 
the  lesser — 

(iv)  The  combined  additional  capital 
loss  deductions  of  such  corporations  au¬ 
thorized  by  section  832(c)  (5),  or 

(v)  The  consolidated  taxable  income 
computed  without  regard  to  capital 
gains  and  losses  and  without  regard  to 
any  deduction  for  partially  tax-exempt 
interest  provided  by  section  242. 

(13)  Consolidated  dividends  received 
deduction.  The  consolidated  dividends 
received  deduction  shall  be  the  aggre¬ 
gate  of  the  deductions  of  the  several 
affiliated  corporations  allowable  imder 
sections  243,  244,  and  245  (computed 
without  regard  to  the  limitation  of  sec¬ 
tion  246  (b)),  but  in  an  amount  not 
greater  than  85  percent  of  the  consoli¬ 
dated  taxable  income  computed  without 
regard  to  the  consolidated  net  operating 
loss  deduction,  the  consolidated  section 
247  deduction,  and  without  regard  to  any 
consolidated  dividends  received  deduc¬ 
tion.  The  limitation  of  the  previous 
sentence  shall  not  apply  for  any  taxable 
year  for  which  there  is  a  consolidated 
net  operating  loss. 

(14)  Consolidated  section  247  deduc¬ 
tion.  The  consolidated  section  247  de¬ 
duction,  relating  to  dividends  paid  by 
public  utilities  on  preferred  stock,  shall 
be  an  amount  computed  as  follows: 

(i)  First,  determine  the  amount  which 
is  the  lesser  of, 

(c)  The  aggregate  of  the  dividends 
paid  by  members  of  the  affiliated  group 
which  are  public  utilities  within  the 
meaning  of  section  247(b)(1)  on  pre¬ 
ferred  stock  within  the  meaning  of  sec¬ 
tion  247(b)  (2),  or 

(b)  The  portion  of  the  consolidated 
taxable  Income  for  the  taxable  year  at¬ 
tributable  to  such  members  computed 
without  regard  to  the  consolidated  sec¬ 
tion  247  deduction. 

(ii)  Then  multiply  the  sunount  deter¬ 
mined  imder  subdivision  (i)  of  this  sub- 
paragraph  by  the  fraction  specified  in 
section  247  (a)  (2). 

(15)  Consolidated  section  922  deduc¬ 
tion.  The  consolidated  section  922  de¬ 
duction,  relating  to  Western  Hemisphere 
trade  corporations,  shall  be  that  portion 
of  the  consolidated  taxable  income  at¬ 
tributable  to  those  members  of  the  affili¬ 
ated  group  which  are  Western  Hemi¬ 
sphere  trade  corporations  (computed 
without  regard  to  the  consolidated  sec¬ 
tion  922  deduction)  multiplied  by  the 
fraction  specified  in  section  922  (2) . 

(16)  Consolidated  net  iong-term  cap¬ 
ital  gain.  The  consolidated  net  long- 
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term  capital  gain  shall  be  the  excess  of 
the  sum  of: 

(i)  The  aggregate  of  the  long-term 
capital  gains  of  the  several  aflUlated  cor¬ 
porations,  and 

(ii)  The  consolidated  section  1231  net 
gain, 

over 

(iii)  The  aggregate  of  the  long-term 
capital  losses  of  such  corporations. 

(17)  Consolidated  net  short-term  cap¬ 
ital  loss.  The  consolidated  net  short¬ 
term  capital  loss  shall  be  the  sum  of — 

(i)  The  aggregate  of  the  short-term 
capital  losses  of  the  several  affiliated 
corporations,  and 

(ii)  The  consolidated  net  capital  loss 
carryovers, 

minus 

(ill)  The  aggregate  of  the  short-term 
capital  gains  of  such  corporations. 

(18)  Consolidated  accumulated  tax¬ 
able  income.  The  consolidated  accumu¬ 
lated  taxable  income  shall  be  the  con¬ 
solidated  taxable  income  computed  with¬ 
out  regard  to  any  capital  loss  carryover, 
without  regard  to  any  charitable  con¬ 
tribution  deduction  under  section  170, 
without  regard  to  any  net  operating  loss 
deduction,  and  without  regard  to  any 
deduction  under  part  Vm  (section  241 
and  following,  except  section  248)  sub¬ 
chapter  B  of  chapter  1  of  the  Code,  minus 
the  sum  of: 

(i)  The  combined  Federal  income  and 
excess  profits  taxes  (other  than  the  ex¬ 
cess  profits  tax  imposed  by  subchapter 
E,  chapter  2  of  the  Internal  Revenue 
Code  of  1939,  for  taxable  years  beginning 
after  December  31,  1940)  and  Income, 
war  profits  and  excess  profits  taxes  of 
foreign  coimtries  and  possessions  of  the 
United  States  (to  the  extent  not  allow¬ 
able  as  a  deduction  under  section  164(b) 
(6)),  accrued  during  the  taxable  year 
by  the  several  affiliated  corporations  or 
deemed  to  be  paid  by  the  several  do¬ 
mestic  affiliates  under  section  902(a)  (1) 
or  960(a)(1)(C)  for  the  taxable  year, 
but  not  including  the  accumulated  earn¬ 
ings  tax  imposed  by  section  531,  the 
personal  holding  company  tax  imposed 
by  section  541,  or  the  taxes  imposed  by 
corresponding  sections  of  a  prior  income 
tax  law. 

(ii)  The  consolidated  charitable  con¬ 
tribution  deduction  computed  without 
regard  to  secticm  170(b)  (2) . 

(ill)  The  excess  of  the  sum  of  the  cap¬ 
ital  losses  of  the  several  afllliated  corpo¬ 
rations  (computed  without  regard  to  any 
capital  loss  carryover)  over  the  sum  of 
the  capital  gains  of  such  corporations, 

(Iv)  Hie  excess  of  ttie  consolidated 
net  long-term  capital  gain  over  the 
consolidated  net  short-term  capital  loss 
(computed  without  regard  to  any  capital 
loss  carryover)  minus  the  taxes  imposed 
by  subtitle  A  attributable  to  such  excess, 

(V)  In  the  case  of  an  affiliated  group 
including  one  or  more  holding  company 
affiliates  of  a  bank,  as  defined  in  section 
2  of  the  Banking  Act  of  1933  (12  U.S.C. 
221a).  the  consolidated  section  601  de¬ 
duction.  relating  to  earnings  or  profits 
devoted  to  the  acquisition  of  readily  mar¬ 
ketable  assets,  other  than  bank  stock. 

(Vi)  The  consolidated  accumulated 
earnings  credit,  and 
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(vii)  The  consolidated  section  561 
dividends  paid  deduction. 

(19)  Consolidated  accumulated  earn¬ 
ings  credit.  The  consolidated  accumu¬ 
lated  earnings  credit  shall  be: 

(i)  In  the  case  of  an  affiliated  group 
which  is  not  a  mere  holding  or  invest¬ 
ment  group,  an  amount  equal  to  such 
part  of  the  aggregate  of  the  earnings  and 
profits  for  the  taxable  year  of  the  several 
members  of  the  group  as  are  retained 
for  the  reasonable  needs  of  the  business 
of  the  group,  minus  the  deduction  al¬ 
lowed  by  subparagraph  (18)  (iv)  of  this 
paragraph,  but  not  less  than  the  amount 
(if  any)  by  which  $100,000  ($60,000  if  the 
taxable  year  begins  before  January  1. 
1958)  exceeds  the  aggregate  of  the  ac¬ 
cumulated  earnings  and  profits  of  the 
several  members  of  the  group  at  the  close 
of  the  preceding  taxable  year,  or 

(11)  In  the  case  of  an  afUiated  group 
which  is  a  mere  holding  or  investment 
group,  the  amoimt  (if  any)  by  which 
$100,000  (or  $60,000  if  the  taxable  year 
begins  before  January  1,  1958)  exceeds 
the  aggregate  of  the  accumulated  earn¬ 
ings  and  profits  of  the  several  members 
of  the  group  at  the  close  of  the  preceding 
taxable  year. 

For  the  purpose  of  subdivision  (i)  of  this 
subparagraph,  the  amoimt  of  the  earn¬ 
ings  and  profits  for  the  taxable  year  of 
the  several  members  of  the  group  which 
are  retained  is  the  amount  by  which  the 
aggregate  of  the  earnings  and  profits 
of  the  several  members  of  the  group  for 
the  taxable  year  exceed  the  consolidated 
section  561  dividends  paid  deduction  for 
such  year.  For  the  purpose  of  the  pre¬ 
ceding  sentence  and  subdivision  (ii)  of 
this  subparagraph,  the  accumulated 
earnings  and  profits  of  the  several  mem¬ 
bers  of  the  group  at  the  close  of  the  pre¬ 
ceding  taxable  year  shall  be  reduced  by 
the  dividends  paid  to  other  than  mem¬ 
bers  of  the  group  under  section  563  (a) 
(relating  to  dividends  paid  after  the 
close  of  the  taxable  year)  which  are  con¬ 
sidered  as  paid  during  such  taxable  year. 

(20)  Consolidated  section  561  divi¬ 
dend  paid  deduction.  The  consolidated 
section  561  dividends  paid  deduction 
shall  be  the  sum  of: 

(i)  The  aggregate  of  the  deductions 
allowable  to  the  several  members  of  the 
group  with  respect  to  dividends  under 
section  561  (a)  (1)  and  (2)  determined 
without  regard  to  any  deductions  at¬ 
tributable  to  payments  made  or  consid¬ 
ered  to  be  made  of  dividends  to  other 
members  of  the  group,  and 

(ii)  In  case  the  affiliated  group  is 
subject  to  tax  on  its  consolidated  un¬ 
distributed  personal  holding  company 
income,  the  consolidated  dividend  carry¬ 
over. 

(21)  Consolidated  section  542  gross  in¬ 
come.  The  consolidated  section  542 
gross  income  shall  be  the  combined  gross 
InciHne  of  the  several  members  of  the 
affiliated  group  computed  without  re¬ 
gard  to  any  gross  income  from  other 
members  of  the  group  and  by  including 
only  the  excess  of  the  gains  of  the  several 
members  of  the  group  over  the  losses  of 
the  several  members  of  the  group  from 
transactkms  in  stocks  or  securities  as  de¬ 
scribed  in  section  543  (a)  (3)  and  by 
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Including  only  the  excess  of  the  gains  of 
the  several  members  of  the  group  over 
the  losses  of  the  several  members  of  the 
group  with  respect  to  commodity  trans¬ 
actions  as  described  in  section  643  (a) 
(3). 

(22)  Consolidated  personal  holding 
company  income.  The  consolidated  per¬ 
sonal  holding  company  income  shall  be 
that  part  of  the  consolidated  section  542 
gross  income  from  the  sources  described 
in  section  543. 

(23)  Consolidated  undistributed  per¬ 
sonal  holding  company  income.  The 
consolidated  undistributed  personal 
holding  company  income  shall  be  the 
consolidated  taxable  income  computed 
without  regard  to  any  deductions  under 
part  vm  (section  241  and  following, 
except  section  248) ,  subchapter  B,  chap¬ 
ter  1  of  the  Code,  without  regard  to 
any  charitable  contribution  deduction 
under  section  170.  without  regard  to  any 
net  operating  loss  deduction,  and  without 
regard  to  deductions  disallowed  by  sec¬ 
tion  545  (b)  (8) .  minus  the  sum  of: 

(i)  The  combined  Federal  income  and 
excess  profits  taxes  (other  than  the  ex¬ 
cess  profits  tax  imposed  by  subchapter  E. 
chapter  2  of  the  Internal  Revenue  Code 
of  1939  for  taxable  years  beginning  after 
December  31.  1940)  and  income,  war 
profits  and  excess  profits  taxes  of  for¬ 
eign  countries  and  possessions  of  the 
United  States  (to  the  extent  not  allow¬ 
able  as  a  deduction  imder  section  164(b) 
(6) )  accrued  during  the  taxable  year  by 
the  several  afiUiated  corporations  or 
deemed  to  be  paid  by  the  several  domes¬ 
tic  affiliates  under  section  902(a)  (1)  or 
960(a)(1)(C)  for  the  taxable  year,  but 
not  including  the  accumulated  earnings 
tu  imposed  by  section  531,  the  personal 
holding  company  tax  impo^  by  section 
541,  or  the  taxes  impo^  by  the  cor¬ 
responding  sections  of  prior  income  tax 
law; 

(ii)  In  lieu  of  the  deduction  provided 
by  subparagraph  (1)  (i)  (c)  of  this  para¬ 
graph,  the  consolidated  charitable  con¬ 
tribution  deduction  computed  without 
the  application  of  section  170(b)(2)  but 
limited  as  provided  in  section  170(b)  (1) 
(A)  and  (B)  (except  that  the  10-percent 
and  20-percent  limitations  therein  shall 
be  applied  with  respect  to  the  consoli¬ 
dated  adjusted  gross  income) ; 

(iii)  The  amount  of  the  consolidated 
net  operating  loss  for  the  preceding  tax¬ 
able  year  (computed  without  the  deduc¬ 
tions  provided  in  part  Vm  (section  241 
and  following),  except  section  248,  sub- 
chapter  B,  chapter  1  of  the  Code,  if  the 
current  taxable  year  begins  after  Decem¬ 
ber  31,  1957)  to  the  extent  not  attribut¬ 
able  to  a  corporation  making  a  separate 
return,  or  Joining  in  a  consolidated  re- 
t\un  filed  by  another  affiliated  group  for 
the  taxable  year.  and.  with  respect  to  a 
corporation  which  filed  a  separate  return 
or  Joined  in  a  consolidated  retiun  filed 
by  another  affiliated  group  for  the  pre¬ 
ceding  taxable  year,  the  net  operating 
loss  of  such  corporation  for  such  preced¬ 
ing  taxable  year  (computed  without  the 
deductions  provided  in  part  VIII  (section 
241  and  following),  except  section  248, 
subchapter  B,  chapter  1  of  the  Code,  if 
the  current  taxable  year  begins  after  De¬ 
cember  31.  1957)  but  not  in  excess  of 


the  portion  of  the  consolidated  personal 
holding  company  income  attributable  to 
such  corporation  for  the  taxable  year; 

(iv)  The  excess  of  the  consolidated 
net  long-term  capital  gain  for  the  tax¬ 
able  year  over  the  consolidated  net 
short-term  capital  loss  for  such  year 
minus  the  taxes  imposed  by  subtitle  A 
of  the  Code  attributable  to  such  excess; 

(V)  The  aggregate  amount  subject  to 
the  provisions  of  section  545  (b)  (7) 
used  or  irrevocably  set  aside  by  the  sev¬ 
eral  affiliated  corporations  to  pay~  or  re¬ 
tire  indebtedness  incurred  prior  to  Janu¬ 
ary  1,  1934,  not  including  such  portion 
of  any  such  indebtedness  as  was  owned 
on  January  1. 1934,  or  at  any  time  there¬ 
after.  directly  or  indirectly,  by  another 
member  of  the  group; 

(vi)  The  sum  of  the  amounts  deduct¬ 
ible  by  the  several  members  of  the  affil¬ 
iated  group  allowable  under  section  545 
(b)  (9).  but  there  shall  be  added  to  the 
consolidated  taxable  income  any  amoimt 
required  to  be  included  in  taxable  income 
under  such  section; 

(vii)  The  consolidated  section  561 
dividends  paid  deduction;  and 

(viii)  In  the  case  of  an  affiliated  group 
including  one  or  more  holding  company 
aflUiates  of  a  bank,  as  defined  in  section 
2  of  the  Banking  Act  of  1933  (12  UB.C. 
221a),  the  consolidated  section  601  de¬ 
duction,  relating  to  earnings  or  profits 
devoted  to  the  acquisition  of  readily 
marketable  assets,  other  than  bank  stock. 

(24)  Consolidated  adjusted  gross  in¬ 
come.  The  consolidated  adjusted  gross 
income  shall  be  the  consolidated  taxable 
Income  computed  without  regard  to  any 
charitable  contributions  deductions,  any 
deductions  under  part  VIII  (section  241 
and  following) ,  except  section  248,  sub¬ 
chapter  B,  chapter  1  of  the  Code,  any  net 
operating  loss  carryback  to  the  taxable 
year,  any  deductions  under  section  922, 
and  without  deduction  of  the  amount 
disallowed  by  section  545(b)  (8) . 

(25)  Consolidated  deficiency  dividends 
deduction.  The  consolidated  deficiency 
dividends  deduction  shall  be  the  aggre¬ 
gate  of  the  amounts  determined  as  pro¬ 
vided  in  section  547  with  respect  to 
dividends  distributed  by  the  several 
members  of  the  afiUiated  group  pursuant 
to  a  determination  of  liability  for  per¬ 
sonal  holding  company  tax  described  in 
section  547,  with  respect  to  the  consoU- 
dated  undistributed  personal  holding 
company  income  of  the  affiUated  group 
for  the  taxable  year  of  the  group  com¬ 
puted  without  regard  to  any  dividends 
distributed  to  members  of  the  affiliated 
group. 

(26)  Consolidated  dividend  carryover. 
The  consolidated  dividend  carryover  to 
the  taxable  year  shaU  be  the  sum  of — 

(i)  The  excess  of — 

(a)  The  consolidated  section  561  divi¬ 
dends  paid  deduction  for  the  first  pre¬ 
ceding  taxable  year,  determined  without 
regard  to  any  consoUdated  dividend 
carryover,  over 

(b)  The  consolidated  undistributed 
personal  holding  company  income  for 
such  year,  determined  without  regard  to 
any  dividends  paid  deduction  and  divi¬ 
dend  carryover, 

to  the  extent  that  such  deduction  and 
such  income  are  not  attributable  to  a 


corporation  making  a  separate  return,  or 
Joining  in  a  consolidated  return  filed  by 
another  afiUiated  group,  for  the  taxable 
year. 

(ii)  The  amount  of  the  consoUdated 
section  561  dividends  paid  deduction 
(determined  as  provided  in  subdivision 
(i)  (a)  of  this  subparagraph)  for  the 
second  preceding  taxable  year  reduced 
by  the  consolidated  undistributed  per¬ 
sonal  holding  company  income  for  such 
year  (determined  as  provided  in  subdivi¬ 
sion  (i)  (b)  of  this  subparagraph)  and 
further  reduced  by  the  amount  of  the 
consolidated  undistributed  personal 
holding  company  income  for  the  first 
preceding  taxable  year  determined  with¬ 
out  regard  to  any  dividend  carryover 
from  the  second  preceding  taxable  year 
to  the  extent  that  any  such  consoUdated 
section  561  dividends  paid  deduction  and 
any  such  consoUdated  undistributed  per¬ 
sonal  holding  company  income  are  not 
attributable  to  a  corporation  making  a 
separate  return,  or  joining  in  a  consoU¬ 
dated  return  filed  by  another  fdfiUated 
group  for  the  taxable  year, 

and,  with  respect  to  taxable  years  for 
which  a  member  of  the  affiUated  group 
filed  a  separate  return  or  for  which  such 
member  Joined  in  a  consoUdated  return 
filed  by  another  affiUated  group — 

(Ui)  The  excess  of  the  deduction  al¬ 
lowable  to  such  corporation  under  sec¬ 
tion  561  for  dividends  paid  for  the  first 
preceding  taxable  year  (determined 
without  regard  to  smy  dividend  carry¬ 
over)  over  the  taxable  income  of  such 
corporation  for  such  year  computed  with 
the  adjustments  provided  in  section  545 
(or  if  its  income  was  included  in  the 
consoUdated  return  of  another  affiUated 
group,  that  portion  of  the  excess  of  the 
consoUdated  section  561  dividends  paid 
deductions  (determined  as  provided  in 
subdivision  (i)  (a)  of  this  subpara¬ 
graph)  for  the  first  preceding  taxable 
year,  over' the  consoUdated  undistributed 
personal  holding  company  income  (de¬ 
termined  as  provided  in  subdivision  (i) 
(b)  of  this  subparagraph)  for  such  year 
attributable  to  such  corporation) ,  and 

(iv)  The  excess  of  the  deduction  al¬ 
lowable  to  such  corporation  under  sec¬ 
tion  561  (determined  without  regard  to 
any  dividend  carryover)  for  the  second 
preceding  taxable  year  over  the  taxable 
Income  of  such  corporation  for  such  year 
computed  with  the  adjustments  provided 
in  section  545  (or  if  its  income  was  in¬ 
cluded  in  the  consoUdated  return  of 
another  affiliated  group,  that  portion 
of  the  excess  of  the  consoUdated  section 
561  dividends  paid  deduction  (deter¬ 
mined  as  provided  in  subdivision  (i)  (a) 
of  this  subparagraph)  for  the  second 
preceding  taxable  year,  over  the  consol¬ 
idated  undistributed  personal  holding 
company  income  (determined  as  pro¬ 
vided  in  subdivision  (i)  (b)  of  this  sub- 
paragraph)  for  such  year,  attributable 
to  such  corporation)  and  reduced  by — 
(a)  The  excess  of  the  amount  of  its 
taxable  income  so  computed  for  the  first 
preceding  taxable  year  over  its  dividends 
paid  deduction  under  section  561,  de¬ 
termined  without  regard  to  any  dividend 
carryover  from  the  second  preceding 
taxable  year  (or,  if  its  income  was  in¬ 
cluded  in  the  consoUdated  return  of  an- 
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other  afiUiated  group,  that  portion  of 
ihe  amount  of  such  deduction  absorbed 
in  such  consolidated  return  of  another 
aHUiated  group) ,  or 

(b)  If  the  income  of  such  corporation 
is  included  in  the  consolidated  return 
for  the  first  preceding  taxable  year,  the 
excess,  if  any.  of  the  consolidated  undis¬ 
tributed  personal  holding  company  in¬ 
come  (determined  without  regard  to  any 
dividends  paid  deduction  and  dividend 
carryover)  for  the  first  preceding  tax¬ 
able  year  over  the  consolidated  section 
561  dividends  paid  deduction  for  such 
year,  determined  without  regard  to  any 
dividend  carryover. 

(27)  Consolidated  section  601  deduc¬ 
tion.  The  consolidated  section  601  de¬ 
duction  relating  to  bank  afOliates,  shall 
be  an  amount  equal  to  the  aggregate  of 
the  earnings  or  profits  of  members  of  the 
group  which  are  holding  company  sifBili- 
ates  of  a  bank  as  defined  in  section  2  of 
the  Banking  Act  of  1933  (12  U.S.C.  221a) 
devoted  to  the  acquisition  of  readfiy  mar¬ 
ketable  assets  other  than  bank  stock  (not 
including  any  asset  acquired,  directly  or 
indirectly,  from  another  member  of  the 
group) .  subject,  in  the  case  of  each  such 
affiliate,  to  the  limitations  imposed  by 
section  601  determined  without  regard  to 
the  qualifications  expressed  in  paragraph 
(b)(1)  (ii)  and  (ill)  of  this  section. 

(28)  Consolidated  life  insurance  com¬ 
pany  taxable  income.  The  consolidated 
life  insurance  cmnpany  taxable  income  In 
the  case  at  an  aflUiated  group  consisting 
of  corporations  subject  to  the  tax  im¬ 
posed  by  section  802  shall  be  the  con¬ 
solidated  taxable  income  minus  title  con¬ 
solidated  section  804  deduction  and  plus 
the  consolidated  section  806  adjustment. 

(29)  Consolidated  section  804  deduc¬ 
tion.  The  consolidated  section  804  de¬ 
duction  relating  to  the  reserve  and  other 
policy  liabilities  shall  be  the  consolidate 
taxable  income  multiplied  by  a  figtire  to 
be  determined  and  proclaimed  by  the 
Secretary  for  each  taxable  year  pursuant 
to  section  804. 

(30)  Consolidated  section  806  adjust¬ 
ment.  The  consolidated  section  806  ad¬ 
justment  relating  to  certedn  reserves 
provided  in  section  806  shall  be  an 
amount  equal  to  3V«  percent  of  the  com¬ 
bined  unearned  premiums  and  unpaid 
losses  of  the  several  affiliated  corpora¬ 
tions  on  contracts  otiier  than  life  in¬ 
surance  or  annuity  contracts  computed 
in  the  case  of  each  corporation  pursuant 
to  the  provisions  of  section  806  but  the 
combined  unearned  premiums  shall  not 
be  considered  to  be  less  than  25  percent 
of  the  combined  net  premiums  on  such 
other  contracts  written  during  the  tax¬ 
able  year. 

(31)  Consolidated  1954  life  insurance 
company  taxable  income.  The  consoli¬ 
dated  1054  life  insurance  company  tax¬ 
able  Income  in  the  case  of  an  affiliated 
group  consisting  of  corporations  subject 
to  the  tax  imposed  by  section  802  (b)  for 
taxable  years  beginning  in  1954  shall  be 
the  consolidated  taxable  income  plus 
eight  times  the  consolidated  section  806 
adjustment  and  minus  the  consolidated 
reserve  interest  credit,  if  any. 

(32)  Consolidated  reserve  interest 
credit.  The  consolidated  reserve  interest 
credit  shall  be  the  aggregate  of  the 


reserve  interest  credits  of  the  several 
members  of  the  affiliated  group. 

(33)  Consolidated  section  175  deduc¬ 
tion.  The  consolidated  section  179 
deduction  shall  be  the  aggregate  of  the 
amount  of  the  deductions  of  the  several 
aflUiated  corporations  aUowable  under 
section  175  for  the  taxable  year  (deter¬ 
mined  without  regard  to  the  25  percent 
limitation  of  section  175  (b))  and  an 
amount  equal  to  the  aggregate  of  the 
consolidated  section  175  carryovers  to 
the  taxable  year. 

(34)  Consolidated  section  175  gross 
income.  The  consolidated  section  175 
gross  income  shall  be  the  combined  gross 
income  derived  from  farming  of  the  sev¬ 
eral  affiUated  corporations  engaged  in 
the  business  of  farming  and  having  ex¬ 
penditures  of  the  type  described  in  sec¬ 
tion  175  (a).  For  this  purpose,  there 
shaU  be  eliminated  profits  and  losses  on 
intercompany  transactions;  and  proper 
adjustment  shall  be  made  to  eliminate 
any  distortion  in  the  amount  of  gross 
income  attributable  to  transactions  be¬ 
tween  members  of  the  affiliated  group 
at  markedly  fictitious  values. 

(35)  Consolidated  section  175  carry¬ 
overs.  The  consoUdated  section  175 
carryovers  to  the  taxable  year  shall 
consist  of — 

(i)  The  excess,  if  any,  of  the  amount 
of  the  consolidated  section  175  deduc¬ 
tions  over  25  percent  of  the  consolidated 
section  175  gross  income  of  preceding 
taxable  years  to  the  extent  that  such 
consolidated  section  175  deduction  for 
any  preceding  taxable  year  was  not 
attributable  to  a  corporation  making  a 
separate  return  or  joining  in  a  consoU¬ 
dated  return  filed  by  another  siffiUated 
group  for  the  taxable  year  and  was  not 
absorbed  as  a  carryover  by  the  con¬ 
solidated  section  175  gross  income  for 
preceding  taxable  years 

and,  with  respect  to  any  excess  of  de¬ 
ductions  under  section  175  over  the  25 
percent  limitation  of  section  175  (b)  of 
a  corporation  in  a  taxable  year  for  which 
a  separate  return  was  filed  or  for  which 
such  corporation  joined  in  a  consoU¬ 
dated  return  filed  by  another  aflUiated 
group,  but  subject  to  the  limitation  pre¬ 
scribed  in  paragraph  (b)(15)  of  this 
section. 

(ii)  The  amount  of  such  excesses  of 
such  corporation  for  preceding  taxable 
years  to  the  extent  that  such  excesses 
were  not  absorbed  as  carryovers  for 
preceding  taxable  years. 

(36)  Consolidated  section  582(c)  net 
loss.  The  consoUdated  section  582(c) 
net  loss  shaU  be  the  excess  of  the  ag¬ 
gregate  of  the  losses  of  the  character 
described  in  section  582(c)  rec(^mi^  in 
a  taxable  year  beginning  after  December 
31,  1958,  by  the  several  aflUiated  corpo¬ 
rations  which  are  banks  over  the  aggre¬ 
gate  of  gains  of  the  character  described 
in  section  582(c)  recognized  in  such  tax¬ 
able  year  by  the  several  affiUated  corpo¬ 
rations  which  are  banks. 

(37)  Consolidated  section  582(c)  net 
gain.  The  consoUdated  section  582(c) 
net  gain  shaU  be  the  excess  of  the  aggre¬ 
gate  of  the  gains  of  the  character  de¬ 
scribed  in  section  582(c)  recognized  in  a 
taxable  year  beginning  after  December 
31,  1958,  by  the  several  affiUated  corpo¬ 


rations  which  are  banks  over  the  aggre¬ 
gate  of  the  losses  of  the  character 
described  in  section  582(c)  rec<%nized  in 
such  taxable  year  by  the  several  affiUated 
corporations  which  are  banks. 

(38)  Consolidated  section  181  deduc¬ 
tion.  The  consoUdated  section  181  de¬ 
duction  for  the  taxable  year  shaU  be 
the  sum  of — 

(i)  With  respect  to  the  portion  of  a 
consoUdated  imused  credit  not  attribut¬ 
able  to  a  corporation  making  a  separate 
return  or  joining  in  a  consoUdated  re- 
txim  filed  by  another  affiUated  group  for 
such  taxable  year,  the  amoimt  deter¬ 
mined  \mder  the  provisions  of  section 
181,  and 

(U)  With  respect  to  imused  credits 
arising  in  imused  credit  years  for  which 
a  corporation  filed  a  separate  return  or 
joined  in  a  consoUdated  return  filed  by 
another  aflUiated  group,  the  amount  de¬ 
termined  under  the  provisions  of  section 
181. 

(b)  Computations.  In  the  case  of  af- 
fiUated  corporations  which  make,  or  are 
required  to  make,  a  consoUdated  return, 
and  except  as  otherwise  provided  in  the 
regulations  under  section  1502: 

(1)  Taxable  income.  The  taxable  in. 
come  of  each  corporation  shaU  be  com¬ 
puted  in  accordance  with  the  provisions 
covering  the  determination  of  taxable 
Income  of  separate  corporations,  ex¬ 
cept: 

(i)  There  shaU  be  eliminated  unreal¬ 
ized  profits  and  losses  in  transactions 
between  members  of  the  aflUiated  group 
and  dividend  distributions  from  one 
member  of  the  group  to  another  member 
of  the  group  (referred  to  in  the  regula¬ 
tions  under  section  1502  as  interccunpany 
transactions) ; 

(U)  No  net  operating  loss  deduction 
ShaU  be  taken  into  account; 

(Ui)  No  capital  gains  or  losses  shaU  be 
taken  into  account; 

(iv)  There  shaU  be  disregarded  aU 
gains  and  losses  frcm  involimtary  con¬ 
versions  subject  to  section  1231,  and  from 
sales  and  exchanges  of  property  sub¬ 
ject  to  section  1231; 

(V)  In  the  computation  of  the  deduc¬ 
tion  under  section  171,  relating  to  amor¬ 
tizable  bond  premiiun,  there  shaU  be 
disregarded  the  bonds  of  one  member  of 
the  group  owned  by  another  member  of 
the  group  during  the  taxable  year; 

(vi)  In  the  computation  of  the  tax¬ 
able  income  of  a  corporation  for  the.  tax¬ 
able  year  in  which  it  became  the  com¬ 
mon  parent  corporation  of  the  aflUiated 
group  filing  a  consoUdated  return,  the 
aggregate  deductions  of  such  coipora- 
tion  for  such  year  otherwise  aUowable 
in  excess  of  the  gross  income  of  such 
corporation  for  such  year  ShaU  be  ex¬ 
cluded  to  the  extent  that  such  excess 
is  attributable  to  that  portion  of  such 
year  preceding  the  date  upon  which 
such  corporation  became  the  common 
parent  corporation  of  the  group.  Any 
amount  excluded  under  this  paragraph 
ShaU,  to  the  extent  that  it  constitutes 
a  net  operating  loss  within  the  provisions 
of  section  172  or  a  net  capital  loss  within 
the  provisions  of  section  1222,  be  con¬ 
sidered  as  a  net  operating  loss  or  a  net 
capital  loss,  as  the  case  may  be,  sepa¬ 
rately  sustained  by  such  corporation 
and  subject  to  the  provisions  of  para- 
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graph  (a)  (3)  (li)  or  (11)  (U)  of  this 
section; 

(▼11)  In  the  case  of  a  corporation 
which  became  a  member  of  the  affili¬ 
ated  group  after  January  1,  1934.  com¬ 
mon  parent  corporation  or  subsidiary,  as 
the  case  may  be,  allowable  deductions 
shall  be  determined  subject  to  the  quali¬ 
fications  prescribed  in  subparagraph  (9) 
of  this  paragraph; 

(viii)  No  deduction  under  section  170 
with  respect  to  charitable  or  other  con¬ 
tributions  shall  be  taken  into  account; 

(ix)  In  the  case  of  the  deduction  pro¬ 
vided  in  section  615  (relating  to  mine 
exploration  expenditures) .  the  allowable 
deduction  shall  be  determined  subject 
to  the  qualifications  prescribed  in  sub- 
paragraph  (12)  of  this  paragraph; 

(X)  In  the  case  of  a  distribution  of 
inventory  to  which  section  311  (b)  is 
applicable,  or  in  the  case  of  a  distribu¬ 
tion  of  property  to  which  section  311  (c) 

Is  applicable  by  one  member  of  the 
group  to  another  member  of  the  group, 
the  gain  recognized  imder  such  sections 
shall  be  eliminated; 

(xi)  No  deductions  under  section  243, 
244,  245,  or  247  (relating  to  deductions 
with  respect  to  dividends  received  and 
dividends  paid)  or  under  section  922 
(relating  to  the  special  deduction  for 
Western  Hemisphere  trade  corpora¬ 
tions),  shall  be  taken  into  account; 

(xii)  No  deductions  imder  section  175 
(relating  to  soil  and  water  conservation 
expenditures)  shall  be  taken  into  ac¬ 
count  by  a  member  of  an  affiliated  group 
to  which  the  consolidated  section  175 
deduction  is  applicable; 

(xiii)  In  the  (^se  of  a  bank,  for  tax¬ 
able  years  beginning  after  December  31, 
1958,  there  shall  be  disregarded  all  gains 
and  losses  from  sales  and  exchanges  of 
property  described  in  section  582(c) ;  and 

(xiv)  No  deduction  under  section  181 
(relating  to  deduction  for  certain  unused 
investment  credit)  shall  be  taken  into 
account. 

Intercompany  profits  and  losses  which 
have  been  realized  by  the  group  through 
final  transactions  with  persons  other 
than  members  of  the  group,  and  inter¬ 
company  transactions  which  do  not  af¬ 
fect  the  consolidated  taxable  income 
shall  not  be  eliminated.  For  the  pur¬ 
pose  of  this  subparagraph,  gain  includ¬ 
ible  in  income  pursuant  to  section  357(c) 
with  respect  to  transfers  of  assets  other 
than  capital  assets  and  other  than  as¬ 
sets  to  which  section  1231  is  applicable, 
and  gain  includible  in  income  by  reason  of 
the  application  of  paragraph  (a)  (1)  (iii) 
of  S  1.1502-37A,  shall  not  be  eliminated. 
For  the  purpose  of  the  regulations  under 
section  1502,  a  transaction  no't  involving 
a  sale  or  exchange  of  a  capital  asset  or 
of  property  subject  to  the  provisions  of 
section  1231  shall  not  be  considered  an 
intercompany  transaction  if  such  trans¬ 
action  occurs  in  the  regular  course  of 
the  trade  or  business  of  the  members  of 
the  group  and  if  such  members  adopt, 
with  the  consent  of  the  Commissioner 
and  subject  to  such  conditions  as  he 
deems  proper,  a  consistent  accounting 
practice  of  taking  into  account  in  the 
computation  of  consolidated  taxable  in¬ 
come  the  gains  and  losses  reflected  in 
such  transactions.  As  used  in  this  para¬ 
graph,  the  term  “taxable  income”  in-' 


eludes  the  case  in  which  the  allowable 
deductions  of  a  member  (not  Including 
any  net  operating  loss  deduction)  exceed 
its  gross  income.  For  purposes  of  sec¬ 
tion  593(b)(2)  (relating  to  addition  to 
reserve  for  bad  debts) ,  taxable  Income  of 
an  organization  to  which  section  593 
applies  shall  be  computed  as  if  such 
organization  filed  a  separate  return  for 
the  taxable  year. 

(2)  Other  computations  on  separate 
basis.  The  various  other  computations 
required  by  the  regulations  under  sec¬ 
tion  1502  to  be  made  by  the  several 
affiliated  corporations  shall  be  made  in 
the  case  of  each  such  corporation  in  the 
same  manner  and  under  the  same  con¬ 
ditions  as  if  a  separate  return  were  to 
be  filed,  but  with  the  following  excep¬ 
tions: 

(i)  Taxable  income.  The  taxable  in¬ 
come  used  in  any  such  computation 
shall  be  the  taxable  income  of  the  cor¬ 
poration  determined  in  accordance  with 
the  provisions  of  this  section. 

(ii)  Dividends  received.  In  the  com¬ 
putation  of  the  dividends  received,  there 
shall  be  excluded  all  dividends  received 
from  other  members  of  the  affiliated 
group. 

(iii)  Capital  gains  and  losses.  Capital 
gains  and  losses,  short-term  capital 
gains  and  losses,  long-term  capital  gains 
and  losses,  and  the  additional  capital 
loss  deduction  authorized  by  section  832 
(c)  (5)  shall  be  determined  without  re¬ 
gard  to: 

(a)  Gains  or  losses  arising  in  inter¬ 
company  transactions  (other  than  gains 
described  in  section  357  (c))  emd  gains 
recognized  to  the  distributing  corpora¬ 
tion  pursuant  to  section  311  (c)  by  rea¬ 
son  of  distributions  by  one  member  of 
the  group  to  another  member  of  the 
group, 

(b)  Gains  or  losses  from  involuntary 
conversions  and  from  sales  or  exchanges 
of  property  subject  to  the  provisions  of 
section  1231, 

(c)  The  net  capital  loss  carryovers 
provided  in  section  1212, 

(d)  In  the  case  of  a  corporation  which 
became  a  member  of  the  affiliated  group 
subsequent  to  January  1,  1954,  common 
parent  corporation  or  subsidiary,  as  the 
case  may  be,  capital  losses  to  the  extent 
disallowed  pursuant  to  the  provisions 
of  subparagraph  (9)  of  this  paragraph, 
and 

(e)  In  the  case  of  a  bank,  for  taxable 
years  beginning  after  December  31, 1958, 
gains  or  losses  from  sales  or  exchanges  of 
property  described  in  section  582(c). 

(Iv)  Met  operating  loss.  In  the  com¬ 
putation  of  the  net  operating  loss,  as 
defined  in  section  172,  the  provisions  of 
this  section  pertaining  to  the  determi¬ 
nation  of  taxable  income  shall  apply. 

(v)  Dividends  paid.  In  the  computa¬ 
tion  of  dividends  paid,  there  shall  be 
excluded  all  dividends  paid  by  one  mem¬ 
ber  of  the  group  to  another,  except  as 
provided  in  paragraph  (b)  (4)  of 
S  1.1502-30A. 

(Vi)  Federal  income  tax.  In  the  com¬ 
putation  of  the  Federal  income  tax.  there 
shall  be  used  the  consolidated  tax,  or  a 
proportionate  part  thereof,  if  the  tax 
payable  is  properly  computed  on  the 
basis  of  the  consolidated  return. 


(vll)  Dividends  paid  by  public  utility. 
In  the  computation  of  dividends  paid  on 
the  preferred  stock  of  a  public  utility, 
there  shall  be  excluded  all  dividends  paid 
by  such  public  utility  to  another  memba 
of  the  group. 

(viii)  Oains  or  losses  under  section 
1231.  Gains  and  losses  from  involuntary 
conversions  subject  to  section  1231.  and 
from  sales  or  exchanges  of  property  sub¬ 
ject  to  section  1231  shall  be  determined 
without  regard  to — 

(a)  Gains  and  losses  from  intercom¬ 
pany  transactions  (other  than  gains  de¬ 
scribed  in  section  357  (c))  and  gains 
recognized  pursuant  to  section  311  (c) 
upon  the  distribution  of  property  sub¬ 
ject  to  the  provisions  of  section  1231  by 
one  member  of  the  group  to  another 
member  of  the  group,  and 

(b)  In  the  (mse  of  a  corporation  which 
became  a  member  of  the  affiliated  group 
subsequent  to  January  1.  1954,  common 
parent  corporation  or  subsidiary,  as  the 
case  may  be.  such  portion  of  any  such 
loss  as  is  disallowed  pursuant  to  the 
provisions  of  subparagraph  (9)  of  this 
paragraph. 

(ix)  Mutual  savings  banks.  domesOe 
building  and  loan  associations,  and  co¬ 
operative  banks.  In  the  case  of  a  mutual 
savings  bank,  a  domestic  building  and 
loan  association,  and  a  cooperative 
bank: 

(a)  In  the  computation  of  total  de¬ 
posits  or  withdrawable  accounts  at  the 
close  of  the  taxable  year  for  the  purpose 
of  section  593  (relating  to  the  deduction 
for  bad  debts),  there  shall  be  excluded 
the  total  deports  or  withdiawable  ac¬ 
counts  of  other  members  of  the  group, 
and 

(b)  In  the  computation  of  the  deduc¬ 
tion  provided  in  section  591  (relating  to 
dividends  paid  by  banking  corporations), 
there  shall  be  excluded  amounts  paid  to, 
or  credited  to  the  accounts  of,  other 
members  of  the  group. 

(3)  Limitation  on  net  operating  loss 
carryovers  and  carrybacks  from  separate 
return  years,  (i)  In  no  emse  shall  there 
be  included  in  the  consolidated  net  op¬ 
erating  loss  deduction  for  the  taxable 
year  as  consolidated  net  operating  loss 
carryovers  or  carrybacks  under  para¬ 
graph  (a)  (3)(i)(b),  (4)(i)  (/),  (0),  (h), 
(^).and  (k),and  (ii)  (c)  and  (d)  of  this 
section  (relating  to  net  operating  losses 
sustained  by  a  corporation  in  years  for 
which  separate  returns  were  filed,  or  for 
which  such  corporation  joined  in  a  con¬ 
solidated  return  filed  by  another  affili¬ 
ated  group)  an  amount  exceeding  the 
taxable  income  of  such  corporation  in¬ 
cluded  in  the  computation  of  the  consol¬ 
idated  taxable  Income  for  the  taxable 
year,  adjusted  as  provided  in  subdivision 
(ii)  of  this  subparagraph.  This  subdi¬ 
vision  shall  not  be  applicable  to  a  carry¬ 
over  under  paragraph  (a)  (3)  (i)  (b)  of 
this  section  of  a  net  operating  loss  of  a 
(xirporation — 

(a)  Attributable  to  a  period  for  which 
it  was  included  in  a  consolidated  return 
filed  by  another  affiliated  group  for  a  tax¬ 
able  year  beginning  prior  to  January  1, 
1954,  all  of  whose  members  are  Included 
in  the  consolidated  return  filed  for  the 
taxable  year  if  all  of  the  members  of  such 
other  affiliated  group  would  have  been 
members  of  the  affiliated  group  if  the  law 
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applicable  to  the  taxable  year  had  been 
applicable  to  such  prior  taxable  year,  or 

(b)  To  taxable  years  beginning  after 
December  31.  1963,  attributable  to  a  tax¬ 
able  year  beginning  before  January  1, 
1964,  in  which  such  corporation  was  (on 
each  day  of  such  year)  a  member  of  the 
afQliated  group. 

(ii)  For  purposes  of  this  subparagraph 
and  subparagraph  (21)  of  this  para¬ 
graph,  the  taxable  income  of  a  corpora¬ 
tion  included  in  the  computation  of  con¬ 
solidated  taxable  income  shall  be  de¬ 
creased  by  its  deductions  imder  sec¬ 
tions  181,  243,  244,  245,  247,  and  922  (and 
in  the  case  of  a  member  of  an  affiliated 
group  to  which  the  consolidated  section 
175  deduction  is  applicable,  the  section 
175  deduction),  and  shall  be  increased 
by  its  separate  net  capital  gain,  and  shall 
be  increased  or  decreased,  as  the  case 
may  be,  with  respect  to  its  separate  gains 
and  losses  from  involuntary  conversions 
subject  to  the  provisions  of  section  1231, 
and  fr(Hn  sales  or  exchanges  of  property 
subject  to  the  provisions  of  section  1231. 

(4)  Law  applicable  to  computations 
of  net  operating  loss  carryovers  and 
carrybacks.  (1)  In  determining  the 
amount  of  any  net  operating  loss  carry¬ 
back  or  carryover,  consolidated  or  sep¬ 
arate,  to  any  taxable  year,  the  necessary 
computations  involving  any  other  tax¬ 
able  year  shall  be  made  under  the  law 
and  reg\ilations  applicable  to  such  other 
taxable  year.  The  preceding  sentence 
shall  apply  with  respect  to  all  taxable 
years  whether  they  begin  before,  on.  or 
after  January  1, 1954. 

(il)  In  the  case  of  a  consolidated  net 
operating  loss  for  a  taxable  year  begin¬ 
ning  in  1953  and  ending  in  1954,  the 
amount  of  such  consolidated  net  operat¬ 
ing  loss  which  shall  be  carried  to  the 
second  preceding  taxable  year  shsdl  be 
the  amount  which  bears  the  same  ratio 
to  such  consolidated  net  operating  loss 
as  the  number  of  days  in  the  loss  year 
after  December  31,  1953,  bears  to  the 
total  number  of  days  in  such  year.  In 
determining  the  amoimt  carried  to  any 
other  taxable  year,  the  amount  ab¬ 
sorbed  for  the  second  taxable  year  pre¬ 
ceding  the  loss  year  shall  not  exceed  the 
portion  of  the  consolidated  net  operat¬ 
ing  loss  which  is  carried  to  the  second 
preceding  taxable  year. 

(iii)  (a)  The  consolidated  net  operat¬ 
ing  loss  deduction  for  a  taxable  yesu:  be¬ 
ginning  in  1953  and  ending  in  1954,  shall 
be  the  siun  of — 

(1)  That  portion  of  the  consolidated 
net  operating  loss  deduction  for  such 
taxable  year,  computed  as  though  para¬ 
graph  (a)  (2)  of  §  1.1502-31A  applied  to 
such  taxable  year,  which  tl.e  number  of 
days  in  such  taxable  year  after  December 
31,  1953,  bears  to  the  totsd  number  of 
days  in  such  taxable  year,  and 

(2)  That  portion  of  the  consolidated 

net  operating  loss  deduction  for  such 
taxable  year,  computed  in  accordance 
with  26  (1939)  24.31(a)(2)  (Re¬ 

lations  129) ,  which  the  number  of  days 
in  such  taxable  year  before  January  1, 
1954,  bears  to  the  totel  number  of  days 
in  such  taxable  year. 

(b)  The  consolidated  net  income  for 
any  taxable  year  beginning  in  1953  and 
ending  in  1954  which  is  subtrsmted  from 
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the  net  operating  loss  for  any  other  tax¬ 
able  year  to  determine  the  portion  of 
such  net  operating  loss  which  is  a  carry¬ 
back  or  a  carryover  to  a  particular  tax¬ 
able  year  shall  be  determined  in  accord¬ 
ance  with  the  principles  of  section 
172(f)(4). 

(iv)  (a)  The  consolidated  net  operat-^ 
ing  loss  deduction  for  a  taxable  year  be¬ 
ginning  after  December  31,  1953,  and 
ending  before  August  17,  1954,  shall  be 
computed  as  if  the  regulations  under 
section  1502  apply  to  such  taxable  year. 

(b)  The  consolidated  net  income  for 
any  taxable  year  beginning  after  Decem¬ 
ber  31,  1953,  and  ending  before  August 
17,  1954,  which  is  subtracted  from  the 
consolidated  net  operating  loss  for  any 
other  taxable  year  to  determine  the 
portion  of  such  net  operating  loss  which 
is  a  carryback  or  a  carryover  to  a  par¬ 
ticular  taxable  year  shall  be  determined 
in  accordance  with  section  172(g)(3). 

(v)  In  the  case  of  a  consolidated  net 
operating  loss  for  a  taxable  year  begin¬ 
ning  in  1957  and  ending  in  1958.  the 
amount  of  such  consolidated  net  operat¬ 
ing  loss  which  shall  be  carried  to  the 
third  preceding  taxable  year  shall  be  the 
amount  which  bears  the  same  ratio  to 
such  consolidated  net  operating  loss  as 
the  number  of  days  in  the  loss  year  after 
December  31,  1957,  bears  to  the  total 
number  of  days  in  such  year.  In  deter¬ 
mining  the  amount  carried  to  any  other 
taxable  year,  the  amount  absorbed  for 
the  third  taxable  year  preceding  the  loss 
year  shall  not  exceed  the  portion  of  the 
consolidated  net  operating  loss  which  is 
carried  to  the  third  preceding  taxable 
year. 

(vi)  For  purposes  of  section  141  of  the 
Internal  Revenue  Code  of  1939  and  that 
part  of  the  regulations  promulgated 
thereunder  which  relate  to  subchapter 
D.  chapter  1  of  such  Code,  excess  profits 
net  income  and  consolidated  section 
433(a)  excess  profits  net  income  shall  be 
computed  as  if  the  regulations  imder 
section  1502  did  not  apply  and  as  if 
such  section  and  such  regulations  con¬ 
tinued  to  apply  to  taxable  years  begin¬ 
ning  after  December  31.  1953. 

(5)  Limitation  on  absorption  of  un¬ 
used  dividend  carryovers.  If,  in  the 
computation  of  the  consolidated  divi¬ 
dend  carryover  for  the  second  consol¬ 
idated  retiim  period  in  respect  of  which 
the  income  of  a  corporation  is  included 
in  the  consolidated  return  of  the  group, 
there  is  involved  a  separate  unused  divi¬ 
dend  carryover  of  such  corporaticm  for 
the  second  preceding  taxable  year  to¬ 
gether  with  a  consolidated  imused  divi¬ 
dend  carryover  for  the  second  preceding 
taxable  year,  or  if,  for  the  second  con¬ 
solidated  return  period  in  respect  of 
which  the  income  of  two  or  more  mem¬ 
bers  of  the  group  is  included  in  the  con- 
TOlldated  return  of  the  group,  there  are 
Involved  the  separate  unused  dividend 
carryovers  of  such  corporations  for  the 
second  preceding  taxable  year,  no  por¬ 
tion  of  the  excess  of  the  consolidated 
undistributed  personal  holding  company 
income  (determined  without  regai^  to 
any  dividends  paid  deduction  and  divi¬ 
dend  carryover)  over  the  consolidated 
section  561  dividends  paid  deduction 
(determined  without  regard  to  any  divi¬ 


dend  carryover)  for  the  first  preceding 
taxable  year  shall  be  taken  into  accotmt 
more  than  once  in  giving  effect  to  the 
provisions  of  paragraph  (a)  (26)  (ii) 
and  (iv)  of  this  section  (relating  to  the 
computation  of  that  part  of  the  consol¬ 
idated  dividend  carryover  attributable 
to  the  imused  dividend  carryovers  of  the 
second  preceding  taxable  year). 

(6)  Apportionment  of  consolidated 
net  operating  loss.  If  an  affiliated  group 
filing  a  consolidated  return  sustains  a 
consolidated  net  operating  loss  for  the 
taxable  year  within  the  provisions  of 
section  172,  relating  to  the  net  operating 
loss  deduction,  and  if — 

(i)  There  are  included  as  members  of 
such  group  one  or  more  corporations 
which  made  separate  returns,  or  joined 
in  a  consolidated  return  filed  by  another 
affiliated  group,  either  in  a  preceding 
taxable  year  or  in  a  succeeding  taxable 
year,  or 

(ii)  There  are  included  as  members 
of  such  group  one  or  more  corporations 
which  sustain  a  net  operating  loss  for 
the  taxable  year  for  which  a  certification 
is  issued  under  section  317  of  the  Trade 
Expansion  Act  of  1962  and  with  respect 
to  which  the  requirements  of  section  172 
(b)  (3)  (A)  are  met,  or 

(ill)  In  the  case  of  a  taxable  year  end¬ 
ing  after  December  31,  1955,  there  are 
included  as  members  of  such  group  one 
or  more  corporations  which  are  regu¬ 
lated  transportation  corporations  for  the 
taxable  year  (within  the  meaning  of  sec¬ 
tion  172(j)(l)), 

then  the  portion  of  such  consolidated 
net  operating  loss  attributable  to  such 
corporations  severally  shall  be  deter¬ 
mined,  such  portion  in  the  case  of  any 
such  corporation  being  determined  in  an 
amount  proportionate  to  the  net  losses 
(capital  net  losses  and  ordlniuT  net 
losses  alike)  of  the  several  siffillated  cor¬ 
porations  having  net  losses,  to  the  extent 
that  such  losses  were  taken  into  account 
In  the  computation  of  the  consolidated 
net  operating  loss. 

(7)  Apportionment  of  consolidated 
net  capital  loss.  If  an  affiliated  group 
filing  a  consolidated  return  sustains  a 
consolidated  net  capital  loss,  and  if 
there  are  included  as  members  of  such 
group  one  or  more  corporations  which 
make  separate  returns,  or  Join  in  a  con¬ 
solidated  return  filed  by  another  affili¬ 
ated  group,  in  a  succeeding  taxable  year, 
the  portion  of  such  consolidated  net 
capital  loss  attributable  to  such  corpo¬ 
rations  severally  shall  be  determined, 
such  portion  in  the  case  of  any  such  cor¬ 
poration  being  an  amount  which  bears 
the  same  ratio  to  the  consolidated  net 
capital  loss  which  the  net  capital  loss  of 
such  corporation  bears  to  the  aggregate 
of  the  net  capital  losses  for  the  taxable 
year  sustained  by  the  several  affiliated 
corporations  having  net  capital  losses. 

(8)  Limitation  on  net  capital  loss 
carryover  from  separate  retdm  year.  In 
no  case  shall  there  be  included  in  the 
computation  of  the  consolidated  net 
capital  gain  for  the  taxable  year  as  a 
consolidated  net  capital  loss  carryover 
under  paragraph  (a)  (11)  (11)  of  this 
section  (relating  to  net  capital  losses 
separately  sustained)  an  amount  ex- 
ce^ng  in  the  aggregate  the  net  capital 
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gains  ot  such  corporation  (determined 
without  regard  to  any  net  capital  loss 
carryover)  included  in  the  computation 
of  the  consolidated  net  capital  gain  for 
the  taxable  year  increased  with  respect 
to  its  separate  net  gains  from  involun¬ 
tary  conversions  and  from  sales  or  ex¬ 
changes  of  property  subject  to  the  pro¬ 
visions  of  section  1231. 

(9)  Qtialifications  on  deductions  where 
group  membership  changed  after  Jan¬ 
uary  1.  1954.  In  the  case  of  an  affiliated 
group  formed  at  any  time  after  Janusu^ 
1. 1954,  or  having  among  its  members  in 
the  taxable  year  one  or  more  subsidi¬ 
aries  which  became  members  of  the 
group  subsequent  to  January  1, 1954,  the 
consolidated  taxable  income  for  the  tax¬ 
able  year,  and  for  prior  and  subsequent 
taxable  years  to  the  extent  affected  by 
carrybacks  and  carryovers  from  the  tax¬ 
able  year,  shall  be  determined  subject  to 
the  following  qualifications: 

(i)  There  shall  be  excluded  in  the  case 
of  the  common  parent  corporation  and 
in  the  case  of  any  subsidiaries  which 
were  members  of  the  group  on  January  1, 
1954,  those  deductions  from  gross  income 
otherwise  allowable  with  respect  to — 

(a)  Sales  or  exchanges  of  capital 
assets, 

(b)  Involuntary  conversions  and  sales 
or  exchanges  of  property  subject  to  the 
provisions  of  section  1231, 

(c)  Securities  subject  to  the  provisions 
of  section  165  (g)  (3).  or 

(d)  Debts  subject  to  the  provisions  of 
section  166, 

to  the  extent  that  such  deductions  other¬ 
wise  allowable  exceed  in  the  aggregate— 

(e)  In  the  case  of  capital  losses,  the 
excess  of  the  aggregate  capital  gains  over 
the  aggregate  capital  losses  of  such  cor¬ 
porations  for  the  taxable  year,  or 

(/)  In  the  case  of  ordinary  losses,  the 
aggregate  of  the  ordinary  taxable  income 
of  such  corporations  for  the  taxable  year, 
increased  in  an  amoimt  equal  to  any  ex¬ 
cess  of  aggregate  capital  gains  over  ag¬ 
gregate  capital  losses  of  such  corpora¬ 
tions, 

such  capital  gains  and  losses  and  such 
ordinary  taxable  income  being  deter¬ 
mined  pursuant  to  the  provisions  of  the 
regulations  under  section  1502  but  with¬ 
out  regard  to  the  provisions  of  subpara¬ 
graphs  (1)  (iv)  and  (2)  (lil)  (b)  of  this 
paragraph  and  without  regard  to  the 
losses  in  question: 

(li)  There  shall  be  excluded  in  the 
case  of  a  subsidiary  corporation  which 
became  a  member  of  the  affiliated  group 
subsequent  to  January  1, 1954,  Uiose  de¬ 
ductions  from  gross  income  otherwise 
allowable  with  respect  to — 

(a)  Sales  or  exchanges  of  capital 
assets. 

(b)  Involimtary  conversions  and  sales 
or  exchanges  of  property  subject  to  the 
provisions  of  section  1231, 

(c)  Securities  subject  to  the  provi¬ 
sions  of  section  165  (g)  (3),  or 

(d)  Debts  subject  to  the  provisions  of 
section  166, 

to  the  extent  that  such  deductions 
otherwise  allowable  are  attributable  to 
events  preceding  the  date  upon  which 
such  corporation  became  a  member  of 
the  group,  and 


(e)  Being  capital  losses,  exceed  (f) 
the  capital  gains  reduced  by  all  other 
capital  losses  of  such  corporation  for 
the  taxable  year,  in  the  case  in  which 
such  corporation  was  not,  on  January  1, 
1954,  a  member  of  an  affiliated  group 
within  the  meaning  of  section  1504,  or 
(2)  in  case  such  corporation  was  a  mem¬ 
ber  of  an  affiliated  group  on  January  1, 
1954,  an  amoimt  which  together  with 
like  losses  computed  subject  to  the  pro¬ 
visions  of  the  regulations  under  section 
1502  in  the  case  of  other  members  of 
the  group  during  the  taxable  year  which 
were  affiliated  with  such  coriioration  on 
January  1,  1954,  within  the  meaning  of 
section  1504  is  equal  to  the  aggregate 
capital  gains  reduced  by  the  aggregate 
of  all  other  capital  losses  of  such  cor¬ 
poration  and  of  such  other  members  of 
the  group,  or 

(/)  Being  ordinary  losses  exceed  (I) 
the  ordinary  taxable  income  of  such  cor¬ 
poration  for  the  taxable  year  increased 
in  an  amount  equal  to  any  excess  of 
capital  gains  over  capital  losses  for  the 
taxable  year,  in  the  case  ii^  which  such 
corporation  was  not.  on  January  1.  1954, 
a  member  of  an  affiliated  group  within 
the  meaning  of  section  1504,  or  (2)  in 
case  such  corporation  was  a  member  of 
an  affiliated  group  on  January  1,  1954, 
an  amount  which,  together  with  like 
losses  computed  subject  to  the  provisions 
of  the  regulations  under  section  1502 
in  the  case  of  other  members  of  the 
group  during  the  taxable  year  which 
were  affiliated  with  such  corporation  on 
January  1,  1954,  within  the  meaning  of 
section  1504,  is  equal  to  the  ordinary 
taxable  income  of  such  corporation  for 
the  taxable  year  increased  by  the  ag¬ 
gregate  of  the  ordinary  taxable  Income 
and  decreased  by  the  aggregate  of  the 
ordinary  net  losses  of  other  members  of 
the  affiliated  group  during  the  taxable 
year  which  were  affiliated  with  such  cor¬ 
poration  on  January  1,  1954.  within  the 
meaning  of  section  1504,  and  mcreased 
further  in  an  amount  equal  to  any  ex¬ 
cess  of  aggregate  capital  gains  over  ag¬ 
gregate  capital  losses  of  such  corpora¬ 
tions, 

such  capital  gains  and  losses,  and  ordi¬ 
nary  taxable  Income  and  net  losses,  as 
the  case  may  be.  being  determined  pur¬ 
suant  to  the  provisions  of  the  regulations 
under  section  1502  but  without  regard  to 
the  provisions  of  subparagraphs  (1)  (iv) 
and  (2)  (ill)  (b)  of  this  paragraph,  and 
without  regard  to  the  losses  in  question. 

(ill)  The  portion  of  any  loss  otherwise 
allowable  as  a  deduction  for  the  taxable 
year  which  is  disallowed  pursuant  to  the 
provisions  of  subdivisions  (i)  and  (ii)  of 
this  subparagraph  shall,  to  the  extent 
that  it  constitutes  a  net  capital  loss  or  a 
net  operating  loss,  be  considered  as  a 
net  capital  loss  or  a  net  operating  loss, 
as  the  case  may  be,  in  respect  to  those 
members  of  the  group  by  reference  to 
which  the  amount  of  the  deduction  dis¬ 
allowed  under  subdivisions  (i)  and  (il) 
of  this  subparagraph  was  determined, 
and.  for  the  purpose  of  the  carryback 
provisions,  the  year  of  the  loss  shall  be 
considered  as  a  taxable  year  occurring 
subsequent  to  the  last  taxable  year  in 
respect  of  which  the  Income  of  such 
members  of  the  group  was  included 


in  a  consolidated  return,  and,  for  the 
purpose  of  the  carryover  provisions,  as  a 
taxable  yesu:  occurring  prior  to  the  first 
taxable  year  in  respect  of  which  their 
income  was  included  in  a  consolidated 
return; 

(iv)  The  provisions  of  subdivisions  (i) 
and  (ii)  of  this  subparagraph  shall  not 
apply  with  respect  to  the  common  parent 
corporation  of  an  affiliated  group  formed 
subsequent  to  January  1,  1954,  or  to  the 
common  parent  corporation  or  subsid¬ 
iaries  of  a  group  in  existence  on  January 
1.  1954,  acquiring  new  members  subse¬ 
quent  to  January  1.  1954,  or  with  respect 
to  subsidiaries  becoming  members  of  the 
group  subsequent  to  January  1,  1954~ 

(a)  If  the  group  consists  solely  of  the- 
common  parent  corporation  and  one  or 
more  subsidiaries  created,  directly  or 
indirectly,  by  the  common  parent 
corporation  or  by  other  members  of  the 
group; 

(b)  If,  immediately  after  the  corpora¬ 
tion  involved  became  a  member  of  the 
group,  common  parent  corporation  or 
subsidiary,  as  the  case  may  be.  stock  pos¬ 
sessing  at  least  80  percent  of  toe  voting 
power  of  all  classes  of  its  stock  then  out¬ 
standing  and  at  least  80  percent  of  each 
class  of  its  nonvoting  stock  then  out¬ 
standing  is  owned,  directly  or  indirecUy, 
by  substantially  the  same  interests  by 
which  such  stock  was  owned  on  January 
1,  1954; 

(c)  If  toe  affiliated  group  involved 
was  formed,  or  the  new  subsidiary  be¬ 
came  a  member  of  toe  group,  as  an  inci¬ 
dent  to  an  involuntary  conversion  or 
to  a  transfer  made  pursuant  to  an  order 
of  toe  Securities  and  Exchange  Com¬ 
mission.  toe  Federal  Communications 
Commi^ion,  toe  Interstate  Commerce 
Commission,  or  a  similar  regulatory  body 
of  State  or  Federal  (Sovemment;  or 

(d)  To  toe  extent  to  which,  upon  ccm- 
slderation  of  toe  facts  or  circumstances 
presented  by  the  particular  case,  the 
Commissioner  deteimines  that  a  con¬ 
solidated  taxable  income  computed  with 
respect  to  toe  affiliated  group,  but  with¬ 
out  regard  to  subdivisions  (i)  and  (ii) 
of  this  subparagraph,  will  not  serve  to 
distort  toe  income  tax  liability  of  the 
group  or  of  any  of  its  members. 

(10)  Loss  to  group  of  investment  in  an 
affiliate.  In  the  case  of  a  loss  to  one  or 
more  members  of  an  affiliated  group 
sustained  during  the  taxable  year  as  the 
result  of  toe  worthlessness  of  toe  invest¬ 
ment  of  such  members  in  another  af¬ 
filiate,  whether  such  investment  was 
refiected  in  the  stock,  bonds,  or  open  ac¬ 
count  advances  to  such  other  affiliate— 

(i)  Such  losses  shall  be  taken  into  ac¬ 
count  in  toe  computation  of  consolidated 
taxable  Income  for  toe  year  of  toe  loss 
in  an  amount  not  greater  in  the  aggre¬ 
gate  than  toe  excess  of  toe  consolidated 
taxable  income  for  such  year  computed 
without  regard  to  any  such  loss  over 
that  portion  of  such  consolidated  tax¬ 
able  income  so  computed  attributable  to 
such  other  affiliate;  and 

(11)  The  portion  of  any  such  loss  oth¬ 
erwise  allowable  as  a  deduction  for  the 
taxable  year  which  is  disallowed  pur¬ 
suant  to  toe  provisions  of  subdivision  (i)  * 
of  this  subparagraph  shall  be  considered 
as  a  consolidated  net  operating  loss  to 
be  taken  into  account  as  a  consolidated 
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carryback  to  the  two  preceding  taxable 
years  or.  if  the  loss  is  sustained  in  a  tax¬ 
able  year  ending  after  December  31. 1957. 
the  three  preceding  taxable  years  and  as 
a  consolidated  carryover  to  the  five  suc¬ 
ceeding  taxable  years,  but  in  an  amount 
not  greater  for  any  taxable  year  than 
tbe  excess  of  the  consolidated  taxable 
income  for  such  year,  computed  without 
regard  to  such  carryover  or  carryback, 
as  the  case  may  be,  over  that  portion  of 
consolidated  taxable  income  so 
computed  for  such  taxable  year  attrib¬ 
utable  to  such  other  affiliate. 

(11)  Disposal  of  timber  or  coal — (i) 
Intercompany  transactions.  Section  631 

(b)  or  (c)  (relating  to  the  disposal  of 
timber  or  coal)  shall  apply  to  an  amount 
received  by  a  member  of  the  group  only 
to  the  extent  such  amount  is  received  by 
the  member  of  Uie  group  as  a  party  to  a 
transaction  described  in  section  631  (b) 
or  (c)  with  persons  not  members  of  the 
group. 

(11)  Application  of  sections  531  and 
S41  to  coal  royalties.  For  the  purpose 
of  determining  the  consolidated  accu¬ 
mulated  taxable  income  and  the  con- 
g^idated  undistributed  personal  holding 
omnpany  income  the  provisions  of  631 

(c)  shall  not  apply  to  any  amount  re¬ 
ceived  by  a  member  of  the  group  upon 
tbe  disposal  of  coal. 

(12)  Mine  exploration  expenditures — 
(i)  Limitation  under  section  615  (a).  If 
tte  aggregate  of  the  deductions,  com¬ 
puted  without  regard  to  this  sentence, 
allowable  under  section  615  (a)  to  the 
Mveral  members  of  the  group  exceeds 
$100,000. 

(a)  The  deduction  under  that  section 
allowable  to  any  member  of  the  group 
iball  be  an  amount  which  bears  the  same 
ratio  to  $100,000  as  its  deduction  com¬ 
puted  without  regard  to  this  sentence 
bears  to  the  aggregate  of  such  deduc¬ 
tions  so  computed  for  the  members  of 
the  group,  except  that, 

(b)  If  all  the  members  of  the  group 
consent  in  writing,  the  deduction  imder 
ttiat  section  allowable  to  such  member 
shall  be  the  deduction  \mder  that  sec¬ 
tion  computed  without  regard  to  this 
sentence,  or  such  part  thereof  as  the 
common  parent  corporation  shall  deter¬ 
mine  at  the  time  the  consent  is  filed, 
provided,  however,  that  the  aggregate  of 
the  deductions  so  allowable  for  all  mem¬ 
bers  of  the  group  shall  not  exceed 
$100,000. 

(11)  Limitation  under  615  (c).  If  the 
limitation  provided  in  section  615  (c)  is 
ig>pllcable  to  any  member  of  the  group, 
such  limitation  shall  be  deemed  appli¬ 
cable  to  all  members  of  the  group. 

(13)  Apportionment  of  unused  divi¬ 
dend  carryover  and  allowance  of  consoli¬ 
dated  deficiency  dividends  deduction— 
(i)  Apportionment  of  unused  dividend 
carryover.  If  sm  stflUlated  group  filing 
a  consolidated  return  has  an  unused 
consolidated  dividend  carryover  and  if 
there  are  included  as  members  of  such 
group  one  or  more  corporations  which 
make  separate  returns,  or  Join  in  a  con¬ 
solidated  return  filed  by  another  affili¬ 
ated  group  or  if  any  member  of  the  group 
computes  its  tax  liability  imder  section 
541  pursuant  to  the  last  sentence  of 
paragraph  (b)  (4)  of  9  1.1502-30A,  in  a 
succeeding  taxable  year,  the  portion  of 


such  imused  consolidated  dividend  car¬ 
ryover  attributable  to  such  corporations 
severally  shall  be  determined  for  the 
purpose  of  the  dividend  carryover,  such 
portion  in  the  case  of  any  such  corpora¬ 
tion  shall  be  determined  in  an  amotmt 
proportionate  to  the  deduction  for  divi¬ 
dends  paid  and  the  taxable  incomes  of 
the  several  affiliated  corporations  (deter¬ 
mined  with  the  adjustments  provided  in 
section  545)  to  the  extent  that  such  de¬ 
duction  and  such  taxable  income  were 
taken  into  account  in  the  computation  of 
the  consolidated  dividend  carryover  and 
the  consolidated  and  undistributed  per¬ 
sonal  holding  company  income. 

(il)  Deficiency  dividends  deduction. 
For  the  purpose  of  applsdng  section  547, 
relating  to  deficiency  dividends,  in  case 
the  affiliated  group  is  subject  to  tax  on 
its  consolidated  imdlstributed  personal 
holding  company  income  for  the  taxable 
year  to  which  the  deficiency  in  personal 
holding  company  tax  relates,  the  con¬ 
solidated  deficiency  dividends  deduction 
described  in  paragraph  (a)  (25)  of  this 
section  shall  be  allowed. 

(14)  Apportionment  of  consolidated 
charitable  contribution  deduction.  If 
an  affiliated  group  filing  a  consolidated 
return  has  an  excess  of  the  consolidated 
charitable  contribution  deduction  over 
the  limitation  of  paragraph  (a)  (1)  (i) 

(c)  of  this  section  for  the  taxable  year, 
and  if  there  are  Included  as  members 
of  such  group  one  or  more  corporations 
which  make  separate  returns  or  join  in  a 
consolidated  return  filed  by  another  af¬ 
filiated  group  in  a  succe^ng  taxable 
year,  the  portion  of  such  excess  attribut¬ 
able  to  such  corporations  severally  shall 
be  determined,  such  portion  in  the  case 
of  any  such  corporation  being  deter¬ 
mined  in  an  amount  proportionate  to 
such  excess  as  the  contributions  of  each 
such  corporation  bear  to  the  aggregate 
of  such  contributions. 

(15)  Limitation  on  section  175  carry¬ 
overs  from  separate  return  years.  In  no 
case  shall  there  be  included  in  the  con¬ 
solidated  section  175  deductions  for  the 
taxable  year  as  consolidated  section  175 
carryovers  under  paragraph  (a)  (35)  (ii) 
of  t^  section  (relating  to  excess  section 
175  deductions  of  a  corporation  for  years 
for  which  separate  returns  were  filed  or 
for  which  such  corporation  joined  in  a 
consolidated  return  filed  by  another  af¬ 
filiated  group) ,  an  amount  exceeding  in 
the  aggregate  the  amount  by  which  25 
percent  of  the  gross  income  of  such  cor¬ 
poration  derived  from  farming  included 
in  the  computation  of  the  consolidated 
section  175  gross  income  for  the  taxable 
year  exceeds  the  amoimt  of  the  expendi¬ 
tures  of  such  corporation  of  the  taxable 
year  deductible  under  section  175. 

(16)  Apportionment  of  consolidated 
section  175  deduction.  11  an  affiliated 
group  filing  a  consolidated  return  has  an 
excess  of  the  consolidated  section  175  de¬ 
duction  over  the  limitation  of  25  percent 
of  the  consolidated  section  175  gross  in¬ 
come  for  the  taxable  year,  and  if  there 
are  included  as  members  of  such  group 
one  or  more  corporations  which  make 
separate  retiims,  or  are  joined  in  a  con¬ 
solidated  return  filed  by  another  affili¬ 
ated  group,  in  a  succeeding  taxable  year, 
the  portion  of  such  excesses  attributable 
to  such  corporations  severally  shsdl  be 


determined;  such  portion  in  the  case  of 
any  such  corporation  being  determined 
in  an  amount  proportionate  to  such  ex¬ 
cess  as  the  deductions  of  each  such  cor¬ 
poration  bears  to  the  aggregate  of  such 
deductions. 

(17)  Applicability  of  consolidated 
section  175  deduction.  An  affiliated 
group  shall  not  be  eligible  to  use  the 
consolidated  section  175  deduction  un¬ 
less  all  of  the  members  of  such  group 
which  are  engaged  in  the  business  of 
farming  during  the  taxable  year  have 
adopted,  pursuant  to  section  175  (d), 
the  method  described  in  section  175.  In 
the  case  of  a  corporation  which  is  a 
member  of  an  affiliated  group  which  is 
not  eligible  to  use  the  consolidated  sec¬ 
tion  175  deduction,  the  deduction  pro¬ 
vided  by  section  175  shall  be  used  in  the 
computation  of  the  taxable  inccone  of 
such  corporation  in  the  same  manner 
and  under  the  same  conditions  as  if  a 
separate  retium  were  to  be  filed,  except 
that  the  gross  income  from  farming  of 
such  corporation  shall  be  determined 
without  regard  to  profits  or  losses  on 
intercompany  transactions;  and  proper 
adjustment  shall  be  made  to  eliminate 
any  distortion  in  the  amoimt  of  gross 
income  attributable  to  transactions 
between  members  of  the  group  at 
markedly  fictitious  values. 

(18)  Computation  of  consolidated 
accumulated  taxable  income.  In  the 
computation  of  consolidated  accumu¬ 
lated  taxable  income  no  amount  shall 
be  taken  into  account  with  respect  to 
any  income  or  deductions  attributable  to 
members  of  the  affiliated  group  which 
are  subject  to  tax  under  section  541  as 
described  in  the  last  sentence  of 
paragraph  (b)  (4)  of  9  1.1502-30A. 

(19)  law  applicable  to  the  computa¬ 
tion  of  consolidated  dividends  carryover. 
In  the  computation  of  the  consolidated 
section  561  dividends  paid  deduction,  the 
amount  of  the  consolidated  dividends 
carryover  from  a  year  to  which  subtitle 
A  of  the  Code  is  not  applicable  to  a  tax¬ 
able  year  to  which  such  subtitle  applies 
shall  be  determined  under  26  CFR  (1939) 
part  24  (Regulations  129)  if  a  con¬ 
solidated  return  was  filed  for  the  year 
in  which  the  dividends  were  paid  or  un¬ 
der  the  provisions  of  the  Internal  Rev¬ 
enue  Code  of  1939  if  a  separate  return 
was  filed  for  such  year. 

(20)  Law  applicable  to  computation  of 
deficiency  dividends  deduction.  11  a  de¬ 
ficiency  is  asserted  with  respect  to  a 
taxable  year  which  began  before  Janu¬ 
ary  1,  1954.  the  amoimt  of  any  **defi- 
ciency  dividend”  shall  Include  only 
amounts  which  would  have  been  in¬ 
cludible  in  the  computation  of  the 
consolidated  basic  surtax  credit,  as  de¬ 
fined  in  26  C7FR  (1939)  Part  24  (Regu¬ 
lations  129) ,  or  in  the  computation  under 
the  Internal  Revenue  Code  of  1939  of  the 
basic  surtax  credit  for  such  taxable  year, 
as  the  case  may  be. 

(21)  Rules  with  respect  to  net  operat¬ 
ing  losses  under  sections  381  and  382.  (i) 
If.  in  the  computation  of  the  consolidated 
net  operating  loss  carryover,  there  is  in¬ 
cluded  an  amount  with  respect  to  a  net 
operating  loss  of  a  corporation,  sustained 
in  a  taxable  year  for  which  it  filed  a 
separate  return  or  for  which  such  cor¬ 
poration  joined  in  a  consolidated  return 
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filed  for  another  affiliated  group,  which 
is  a  transferor  or  distributor  of  assets 
to  a  member  of  the  affiliated  group  within 
the  meaning  of  section  381(a),  the 
amount  allowable  as  a  carryover  with 
respect  to  such  transferor  or  distributor 
shall  not  exceed  the  amount  of  the  tax¬ 
able  income  of  the  acquiring  corpora¬ 
tion  included  in  the  c<»nputation  of 
the  consolidated  taxable  income  for 
the  taxable  year,  adjusted  as  provided 
in  subparagraph  (3)  (ii)  of  this  para¬ 
graph.  The  preceding  sentence  shall 
not  apply  to  a  carryover  to  taxable  years 
beginning  after  December  31,  1963,  with 
respect  to  a  net  operating  loss  or  losses 
sustained  by  a  corporation  in  a  taxable 
year  or  years  beginning  before  January 
1,  1964,  in  which  such  corporation  was 
(on  each  day  of  any  such  year)  a  member 
of  the  affiliated  group. 

(ii)  If,  in  addition  to  the  amount 
described  in  subdivision  (1)  of  this  sub- 
paragraph,  there  is  included  an  amount 
with  respect  to  a  net  operating  loss 
sustained  by  the  acquiring  corporation 
in  a  year  for  which  it  filed  separate  re¬ 
turns  or  for  which  it  joined  in  a  con¬ 
solidated  retiim  filed  by  another  affil¬ 
iated  group,  the  losses  sustained  by  both 
the  acquiring  corporation  and  the 
transferor  or  distributor  corporation 
which  may  be  taken  into  account  as  a 
net  operating  loss  deduction  In  deter¬ 
mining  the  consolidated  taxable  income 
may  not  exceed  the  taxable  income  of 
the  acquiring  corporation  included  In 
the  computation  of  the  consolidated 
taxable  income  for  the  taxable  year,  ad¬ 
justed  as  provided  in  subparagraph 
(3)  (ii)  of  this  paragraph.  The  preced¬ 
ing  sentence  shall  not  apply  to  a  carry¬ 
over  to  taxable  years  beginning  after 
December  31,  1963,  with  respect  to  a  net 
operating  loss  or  losses  sustained  by  the 
acquiring  corporation  in  a  taxable  year 
or  years  beghming  before  January  1, 
1964,  in  which  such  corporation  was  (on 
each  day  of  any  such  year)  a  member 
of  the  affiliated  group. 

(ill)  For  purposes  of  subdivisions  (i) 
and  (ii)  of  this  subparagraph,  if  the 
transferor  or  distributor  corporation  was 
a  member  of  another  affiliated  group 
which  filed  a  consolidated  return,  the 
amoxmt  of  the  consolidated  net  operat¬ 
ing  loss  of  such  affiliated  group,  if  any, 
attributable  to  such  transferor  or  dis¬ 
tributor,  shall  be  treated  as  the  net  oper¬ 
ating  loss  of  such  corporation  separately 
sustained. 

(iv)  In  any  case  in  which  a  consol¬ 
idated  net  operating  loss  was  sustained 
by  an  affiliated  group  which  includes  a 
member  whose  net  operating  loss  is  sub¬ 
ject  to  the  limitations  upon  net  operat¬ 
ing  losses  provided  by  section  382,  such 
section  shall  be  applicable  with  respect 
to  such  member  as  if  the  portion  of  such 
consolidated  net  operating  loss  attribu¬ 
table  to  such  corporation  were  a  net 
operating  loss  of  such  corporation  sep¬ 
arately  sustained. 

(22)  Rules  with  respect  to  capital  loss 
carryovers  under  section  381.  (i)  If  in 
the  computation  of  the  (X)nsolidated  net 
capital  loss  carryovers  for  a  taxable  year 
there  is  includ^  an  amount  with  re¬ 
spect  to  a  net  capital  loss  of  a  corpora¬ 
tion,  sustained  in  a  taxable  year  for 


which  it  filed  a  separate  return  or  for 
which  such  corporation  joined  in  a  con¬ 
solidated  return  filed  by  another  affiliated 
group,  which  is  a  transferor  or  distribu¬ 
tor  of  property  to  a  member  of  the  af¬ 
filiated  grroup  within  the  meaning  of 
section  381  (a),  the  amount  allowable 
with  respect  to  such  transferor  or  dis¬ 
tributor  shall  not  exceed  the  net  capital 
gains  of  the  acquiring  corporation  (de¬ 
termined  without  regard  to  any  net  cap¬ 
ital  loss  carryover)  included  in  the 
computation  of  the  consolidated  net  cap¬ 
ital  gain  for  the  taxable  year  increased 
with  respect  to  its  separate  gains  for 
involuntary  conversions  and  from  sales 
or  exchanges  of  property  subject  to  the 
provisions  of  section  1231. 

(ii)  If  there  is  included  under  para¬ 
graph  (a)  (11)  (ii)  of  this  section  an 
amount  with  respect  to  net  capital 
losses  separately  sustained  by  such  ac¬ 
quiring  corporation  in  years  for  which 
separate  returns  were  filed  or  for  which 
such  corporation  joined  in  a  consoli¬ 
dated  retiUTi  filed  by  another  affiliated 
group,  the  limitation  described  in  sub¬ 
division  (i)  of  this  subparagraph  shall 
be  applicable  with  respect  to  the  aggre¬ 
gate  of  such  losses  and  the  losses  of  its 
transferor  or  distributor  corporations. 

(iii)  For  purposes  of  subdivisions  (i) 
and  (ii)  of  this  subparagraph,  if  the 
transferor  or  distributor  corporation  was 
a  member  of  another  affiliated  group 
which  filed  a  consolidated  return,  the 
amount  of  the  consolidated  net  capital 
loss  of  such  siffiliated  group,  if  any,  at¬ 
tributable  to  such  transferor  or  distrib¬ 
utor.  shall  be  treated  as  the  net  capital 
loss  of  such  corporation  separately 
sustained. 

(c)  Statements  and  schedules  for  sub¬ 
sidiaries.  The  statement  of  gross  in¬ 
come  and  deductions  and  the  several 
schedules  required  by  the  instructions 
on  the  return  must  be  prepared  and 
filed  by  the  common  parent  corporation 
in  columnar  form  so  that  the  details  of 
the  items  of  gross  incmne,  deductions, 
and  credits,  for  each  member  of  the 
affiliated  group,  may  be  readily  audited. 
Such  statements  and  schedules  shall  in¬ 
clude  in  columnar  form  a  reconciliation 
of  surplus  for  each  such  corporation, 
together  with  a  reconciliation  of  the 
consolidated  surplus.  Consolidated  bal¬ 
ance  sheets  as  of  the  beginning  and  close 
of  the  taxable  year  of  the  group,  taken 
from  the  books  of  the  members  of  the 
group,  shall  accompany  the  consoli¬ 
dated  retmn  prepared  in  a  form  similar 
to  that  required  for  reconciliation  of 
surplus.  If  any  member  of  the  affiliated 
group  computes  its  tax  imder  section 
541  in  the  manner  provided  in  paragraph 
(b)  (4)  of  S  1.1502-30A,  a  personal  hold¬ 
ing  company  schedule  for  such  corpora¬ 
tion  shall  be  filed  with  the  consolidated 
return. 

(d)  Ret  operating  loss  deduction,  ex¬ 
cess  charitable  contributions,  excess  sec¬ 
tion  175  deductions,  and  dividend  carry¬ 
over  before  or  after  consolidated  re¬ 
turn — (1)  Net  operating  loss  deduction. 
The  consolidated  net  operating  loss  of 
an  affiliated  group  shall  be  used  in  com¬ 
puting  the  consolidated  net  operating 
loss  deduction  notwithstanding  that  one 
or  more  members  of  the  group  in  the 
taxable  year  in  which  such  loss  origi¬ 


nates  make  separate  returns  (or  join 
in  a  consolidated  return  made  by  another 
affiliated  group)  for  a  subsequent  tax¬ 
able  year  (or  in  the  case  of  a  carryback 
computation  for  a  preceding  taxable 
year) ,  but  only  to  the  extent  that  such 
consolidated  net  operating  loss  is  not  at¬ 
tributable  to  such  corporations.  Such 
portion  of  such  consolidated  net  operat¬ 
ing  loss  as  is  attributable  to  the  several 
corporations  making  separate  returns 
(or  joining  in  a  consolidated  return 
made  by  another  affiliated  group)  for 
a  subsequent  taxable  year  (or  in  the  case 
of  a  carryback  computation  for  a  pre¬ 
ceding  taxable  year)  shall  be  used  by 
such  corporations  severally  as  carryovers 
or  as  carrybacks  in  such  separate  returns 
or  in  such  consolidated  returns  of  the 
other  affiliated  group.  Any  net  operat¬ 
ing  loss  separately  sustained  by  a  cor¬ 
poration  prior  to  a  first  taxable  year  in 
respect  of  which  its  income  is  included 
in  the  consolidated  return  of  the  group 
(or  sustained  in  either  of  the  two  tax¬ 
able  years  immediately  following  a  con¬ 
solidated  return  year  or  any  of  the  three 
taxable  years  so  following  if  sustained  In 
a  taxable  year  ending  after  December 
31, 1957)  shall  be  used  in  computing  the 
net  operating  loss  deduction  of  such  cor¬ 
poration  (or  the  consolidated  net  operat¬ 
ing  loss  deduction  of  another  affiliated 
group  of  which  it  becomes  a  member) 
for  a  subsequent  taxable  year  for  which 
it  makes  a  separate  return  or  joins  in  a 
consolidated  return  of  another  group, 
but  only  to  the  extent  that  such  net  op¬ 
erating  loss  was  not  absorbed  (either  as 
a  carryover  or  as  a  carryback)  in  the 
computation  of  the  consolidated  net  op¬ 
erating  loss  deduction  for  consolidatkl 
return  periods. 

(2)  Excess  charitable  contributions. 
The  excess  of  the  consolidated  charitable 
contributions  over  the  5-percent  limita¬ 
tion  of  parsigraph  (a)(l)(i)(c)  of  this 
section  shall  be  used  in  computing 
the  consolidated  charitable  contribution 
carryover  notwithstanding  that  one  or 
more  members  of  the  group  in  the  tax¬ 
able  year  in  which  such  carryover 
originates  make  separate  returns  (or 
join  in  a  consolidated  return  made  by 
another  affiliated  group)  for  a  sub¬ 
sequent  taxable  year,  but  only  to  the  ex¬ 
tent  that  such  excess  charitable  contri¬ 
bution  is  not  attributable  to  such 
corporations.  Such  portion  of  such 
excess  charitable  contributions  as  is 
attributable  to  the  several  corporations 
making  separate  returns  (or  joining  in 
a  consolidated  return  made  by  another 
affiliated  group)  for  a  subsequent  tax¬ 
able  year  shall  be  used  by  such  corpo¬ 
rations  severally  as  carryovers  in  such 
separate  returns  or  in  such  consolidated 
returns  of  the  other  affiliated  group. 
Any  excess  of  charitable  contributions  of 
a  corporation  for  the  year  prior  to  a  first 
taxable  year  in  respect  of  which  its  in¬ 
come  is  included  in  the  consolidated 
return  of  the  group  shall  be  used  in  com¬ 
puting  the  charitable  contribution  de¬ 
duction  of  such  corporation  (or  the 
consolidated  charitable  contribution  de¬ 
duction  of  another  afBliated  group  of 
which  it  becomes  a  member)  for  a  sub¬ 
sequent  tspcable  year  for  which  it  makes 
a  separate  return  or  joins  in  a  con- 
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solidated  retiirn  of  another  group,  but 
only  to  the  extent  that  such  excess 
charitable  contribution  was  not  absorbed 
as  a  carryover  In  the  consolidated  chari¬ 
table  contribution  deduction  for  con¬ 
solidated  return  periods.  In  applying 
this  paragraph,  the  excess  of  the  con¬ 
solidated  charitable  contributions  over 
the  5-percent  limitation  shall  be  reduced 
by  the  Increase  in  a  consolidated  or 
separate  net  operating  loss  carryover  re- 
snlting  from  such  excess. 

(3)  Excess  section  175  deductions. 
Ihe  excess  of  the  deductions  imder  sec¬ 
tion  175  over  the  limitation  of  25  per¬ 
cent  provided  in  paragraph  (a)  (1)  (i)  (/) 
of  this  section  shall  be  used  in  comput¬ 
ing  the  consolidated  section  175  carry- 
orer  notwithstanding  that  one  or  more 
members  of  the  group  in  the  taxable  year 
in  which  such  carryover  originates  make 
separate  returns  (or  Join  in  a  consoli¬ 
dated  return  made  by  another  afiOllated 
group)  for  a  subsequent  taxable  year,  but 
only  to  the  extent  that  such  excess  sec¬ 
tion  175  deduction  is  not  attributable  to 
such  corporations.  Such  portion  of  such 
excess  section  175  deductions  as  is 
attributable  to  the  several  corporations 
making  separate  returns  (or  joining  in 
a  consolidated  return  made  by  another 
afflliated  group)  for  a  subsequent  tax¬ 
able  year  shall  be  used  by  such  corpo¬ 
rations  severally  as  carryovers  in  such 
iq)arate  returns  or  in  such  consolidated 
rrturns  of  the  other  afflliated  group. 
Any  excess  of  section  175  deductions  of 
a  corporation  for  a  year  prior  to  a  first 
taxable  year  in  respect  of  which  its  in¬ 
come  is  included  in  the  consolidated 
return  of  the  group  shall  be  used  in 
computing  the  section  175  deduction  of 
wch  corporation  (or  the  consolidated 
Mction  175  deduction  of  another 
affiliated  group  of  which  it  becomes  a 
member)  for  a  subsequent  taxable  year 
for  which  it  makes  a  separate  retiim  or 
Jdns  in  a  consolidated  return  of  another 
group,  but  only  to  the  extent  that  such 
excess  section  175  deduction  was  not 
absorbed  as  a  carryover  in  the  computa¬ 
tion  of  a  consolidated  section  175  de¬ 
duction  for  consolidated  return  periods. 

(4)  Unused  consolidated  dividend  car- 
rtover.  The  unused  consolidated  divi¬ 
dend  carryover  shall  be  used  in  comput¬ 
ing  the  consolidated  dividend  carryover 
notwithstanding  that  one  or  more  mem¬ 
bers  of  the  group  in  the  taxable  year  in 
which  such  carryover  originates  make 
separate  returns  (or  join  in  a  consoli¬ 
dated  return  made  by  another  afflliated 
group)  for  a  subsequent  taxable  year, 
but  only  to  the  extent  that  such  imused 
consolidated  dividend  carryover  is  not 
tttributable  to  such  corporations.  Such 
portion  of  such  unused  consolidated  divi¬ 
dend  carryover  as  is  attributable  to  the 
several  corporations  making  separate  re¬ 
turns  or  computing  their  tax  liability 
under  section  541  pursuant  to  the  last 
sentence  of  paragraph  (b)  (4)  of  S  1.1502- 
30A  (or  joiiiing  in  a  consolidated  return 
made  by  another  afflliated  group)  for  a 
subsequent  taxable  year  shall  be  used  by 
such  corpora  tions  seversdly  as  carryovers 
in  such  separate  returns,  in  such  separate 
computations  under  section  541,  or  in 
such  consolidated  returns  of  the  other 
affiliated  group.  Any  unused  dividend 


carryover  of  a  corporation  separately 
produced  for  a  year  prior  to  a  taxable 
year  in  respect  of  which  its  tax  liability 
under  section  541  is  computed  upon 
the  consolidated  imdistributed  perscmal 
holding  company  income  shall  be  used 
in  computing  the  dividend  carryover  of 
such  corporation  (or  the  consolidated 
dividend  carryover  of  another  afflliated 
group  of  which  it  becomes  a  member) 
for  a  subsequent  taxable  year  for  which 
it  makes  a  separate  return  or  joins  in 
a  consolidated  return  of  another  group, 
but  only  to  the  extent  that  such  unused 
dividend  carryover  was  not  absorbed  in 
the  computation  of  the  consolidated  sec¬ 
tion  561  dividends  paid  deduction  for 
the  intervening  consolidated  retiim 
period. 

(e)  Taxable  year  of  less  than  12 
months.  Any  period  of  less  than  12 
months  for  which  either  a  separate  re¬ 
turn  or  a  consolidated  return  is  filed 
imder  the  provisions  of  9  1.1502-13A  shall 
be  considered  as  a  taxable  year. 

§  1.1502— 32 A  Method  of  computation  of 
income  for  period  of  IcM  than  12 
months. 

If  a  corporation,  during  the  taxable 
year  of  the  group,  becomes  a  member  or 
ceases  to  be  a  member  of  an  afflliated 
group  which  makes  or  is  required  to 
make  a  consolidated  return  for  such 
year,  the  income  of  such  corporation  to 
be  included  in  the  consolidated  return 
shall  be  computed  on  the  basis  of  its 
income  as  shown  by  its  books  if  the  ac¬ 
counts  are  so  kept  that  the  income  for 
the  period  diuing  which  it  is  a  member 
of  the  group  can  be  clearly  and  accu¬ 
rately  determined.  If  the  accounts  are 
not  so  kept,  the  income  to  be  included  in 
the  consolidated  return  shall  be  com¬ 
puted  on  the  basis  of  that  proportion  of 
its  income  (subject  to  the  elimination  of 
items  exempt  from  the  taxation  and  the 
addition  of  items  not  allowable  as  deduc¬ 
tions)  for  the  full  period  covered  by  its 
books  which  the  number  of  days  for 
which  its  income  is  included  in  the  con¬ 
solidated  return  bears  to  the  number  of 
days  in  the  full  period  covered  by  its 
books;  but,  in  the  discretion  of  the  Com¬ 
missioner,  there  may  be  eliminated  be¬ 
fore  the  proration  is  made  items  of 
income  or  deduction  clearly  and  accu¬ 
rately  determined  to  be  attributable  to 
particular  periods,  and,  after  the  pro¬ 
ration  is  made,  such  eliminated  items 
will  be  added  to  (if  items  of  income)  or 
deducted  from  (if  deductible  items)  the 
income  determined  by  proration  for  the 
period  to  which  such  items  are  appli¬ 
cable. 

§  1.1502— 33A  Gain  or  loM  from  sale  of 
slock,  or  bonds  or  other  obligatimis. 

Gain  or  loss  from  the  sale  or  other 
disposition  (whether  or  not  during  a  con¬ 
solidated  return  period),  by  a  corpora¬ 
tion  which  during  any  period  of  time  has 
been  a  member  of  an  afOllated  group 
which  makes  or  is  required  to  make -a 
consolidated  return,  of  any  share  of 
stock  or  any  bond  or  other  obligation  is¬ 
sued  or  incurred  by  another  corporation 
which  during  any  iMurt  of  such  period 
was  a  monber  of  the  same  group,  shall 
be  determined,  and  the  extent  to  which 
such  gain  or  loss  shall  be  recogniaed  and 


shall  be  taken  into  account  also  be 
determined,  in  the  same  manner,  to  the 
same  extent,  and  upon  the  same  condi¬ 
tions  as  though  such  corporations  had 
never  been  afflliated  except — 

(a)  In  the  case  of  a  disposition  (by 
sale,  or  in  complete  or  partial  liquidation 
not  involving  cash  in  an  amount  in  ex¬ 
cess  of  the  adjusted  basis  of  both  the 
stock  and  the  bonds  and  other  indebted¬ 
ness  liquidated,  or  otherwise)  during  a 
consolidated  return  period  to  another 
member  of  the  group  (99  1.1502-31A  and 
1.1502-37A) ; 

(b)  That  the  basis  for  determining 
the  gain  or  loss,  in  the  case  of  shares  of 
stock,  or  in  the  case  of  bonds  or  other 
obligations,  held  during  any  part  of  a 
consolidated  return  period,  shall  be  de¬ 
termined  in  accordance  with  99  1.1502- 
34A  and  1.1502-35A;  and 

(c)  As  provided  in  9  1.1502-36A  (im¬ 
posing  certain  limitations  upon  losses 
otherwise  allowable  upon  sales  of  stock, 
or  bonds  or  other  obligations) . 

§  1.1502— 34A  Sale  of  stock;  basis  for 
determining  gain  or  loss. 

.  (a)  Scope  of  section.  This  section  pre¬ 
scribes  the  basis  for  determining  the  gain 
or  loss  upon  any  sale  or  other  disposition 
(hereinafter  referred  to  as  ‘‘sale”)  by  a 
corporation  which  is  (or  has  been)  a 
member  of  an  afflliated  group  which 
makes  (or  has  made)  a  consolidated  re¬ 
turn  for  any  taxable  year,  of  any  share 
of  stock  issued  by  another  member  of 
such  group  (whether  issued  before  or 
during  the  period  that  it  was  a  member 
of  the  group  and  whether  Issued  before, 
during,  or  after  the  taxable  year  1929) , 
and  held  by  the  selling  corporation  dur¬ 
ing  any  part  of  a  period  for  which  a 
consolidated  return  is  made  or  required 
under  the  regulations  under  section  1502. 
For  the  basis  in  the  case  of  a  sale  of 
bonds,  see  9  1.1502-35A. 

(b)  Sales  made  while  selling  corpora¬ 
tion  is  member  of  affiliated  group.  If 
the  sale  is  made  within  a  period  during 
which  the  selling  corporation  is  a  mem¬ 
ber  of  the  afflliated  group,  whether  or 
not  during  a  consolidated  return  period, 
and  whether  or  not.  as  a  result  of  such 
sale,  the  issuing  corporation  ceases  to  be 
a  member  of  the  group,  the  basis 
be  determined  as  follows: 

(1)  The  aggregate  bases  of  an  shares 
of  stock  of  the  issuing  corporation  held 
by  each  member  of  the  afflliated  group 
(exclusive  of  the  issuing  corporation) 
immediately  prior  to  the  sale.  shaU  be 
determined  separately  for  each  member 
of  the  group,  and  adjusted  in  accordance 
with  the  other  provisions  of  subtitle  A 
of  the  Code,  but  without  regard  to  any 
adjustment  under  the  last  sentence  of 
section  1051  relating  to  losses  of  the 
issuing  corporation  sustained  by  such 
corporation  after  it  became  a  member  of 
the  group. 

(2)  From  the  combined  aggregate 
bases  as  determined  in  subparagraph 
(1)  of  this  paragraph,  there  -shall  be 
deducted  the  sum  of — 

(i)  AU  losses  of  such  issuing  corpora¬ 
tion  sustained  during  taxable  years  for 
which  consolidated  income  tax  returns 
were  made  or  were  required  (whether 
the  taxable  year  1929  or  any  prior  or  sub¬ 
sequent  taxable  year)  after  such  corpo- 
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ration  became  a  member  of  the  aflUiated 
group  and  prior  to  the  sale  of  the  stock 
to  the  extent  that  such  losses  could  not 
have  been  availed  of  by  such  corpora¬ 
tion  as  net  loss  or  net  operating  loss  In 
computing  its  net  income  or  taxable  in¬ 
come.  as  the  case  may  be,  for  such  tax¬ 
able  years  if  it  had  made  a  separate 
return  for  each  of  such  years, 

(ii)  With  respect  to  each  of  such  tax¬ 
able  years  for  which  consolidated  re¬ 
turns  were  made  or  were  required  both 
for  income  and  for  excess  profits  tax  pxir- 
poses,  the  excess,  if  any.  of  all  losses  of 
such  issuing  corporation  for  such  year, 
properly  adjiisted  in  the  computation  of 
consolidated  excess  profits  net  income 
over  the  amoimt  of  such  losses  for  such 
year  computed  under  subdivision  (1)  of 
this  subparagraph  to  the  extent  that 
such  excess  could  not  have  been  availed 
of  by  such  corporation  as  a  net  operating 
loss  in  computing  its  excess  profits  net 
income  for  such  taxable  years  if  it  had 
made  a  separate  retium  for  each  of  such 
years,  and 

(ill)  With  respect  to  each  of  such  tax¬ 
able  years  for  which  consolidated  returns 
were  made  or  were  required  for  excess 
profits  tax  purposes  only,  all  losses  of 
such  issuing  corporation  for  such  year, 
properly  adjusted  in  the  computation  of 
consolidated  excess  profits  net  income, 
to  the  extent  that  such  losses  coidd  not 
have  been  availed  of  by  such  corporation 
as  a  net  operating  loss  in  computing  its 
excess  profits  net  Income  for  such  tax¬ 
able  years  if  it  had  made  a  separate 
excess  profits  tax  return  for  each  of  such 
years. 

reduced  by  any  losses  of  the  issuing  cor¬ 
poration  apportioned  under  this  section 
to  its  stock  sold  or  otherwise  disposed  of 
in  a  prior  transaction,  disregarding  any 
transaction  between  members  of  the 
afBliated  group  during  a  consolidated  in¬ 
come  or  excess  profits  tax  return  period 
which  did  not  constitute  a  partial  liqui¬ 
dation  of  the  issuing  corporation.  For 
any  taxable  year  in  which  the  group  sus¬ 
tained  a  consolidated  loss  not  availed  of 
In  prior  or  subsequent  years  as  a  deduc¬ 
tion  \mder  net  loss  or  net  operating  loss 
provisions,  the  amount  deducted  imder 
this  subparagraph  shall  be  further  re¬ 
duced  by  an  amount  equal  to  that  pro¬ 
portion  of  such  consolidated  loss  which 
the  loss  of  the  issiiing  corporation  for 
the  year  in  which  such  loss  was  sustained 
bears  to  the  aggregate  losses  of  the  mem¬ 
bers  of  the  group  for  such  year. 

(3)  The  sxun  of  the  aggregate  bases 
of  all  shares  of  stock,  after  making  the 
deduction  imder  subparagraph  (2)  of 
this  paragraph,  shall  then  be  appor¬ 
tioned  among  the  members  of  the  affili¬ 
ated  group  which  hold  stock  of  the 
Issuing  corporation,  by  allocating  to  each 
such  member  that  proportion  of  the  sum 
of  the  aggregate  bases  so  reduced  which 
the  aggregate  basis  of  the  stock  in  the 
issuing  corporation  held  by  such  member 
bears  to  the  sum  of  the  aggregate  bases. 

(4)  The  aggregate  basis  as  deter¬ 
mined  under  subparagraph  (3)  of  this 
paragraph  for  each  member  of  the 
affiliated  group  shall  then  be  equitably 
apportioned  among  the  several  classes 
of  stock  of  the  issuing  corporation  held 
by  such  member  according  to  the  cir¬ 


cumstances  of  the  case— ordinarily  by 
allocating  to  each  class  of  such  stock 
that  proportion  of  the  aggregate  basis 
which  the  ba^  of  each  class  of  such 
stock  held  by  It  at  the  time  of  the  sale 
is  to  the  sum  of  the  bases  of  the  several 
classes  of  such  stock  held  by  it. 

(5)  The  basis  of  each  share  of  stock 
of  each  class  held  by  a  member  of  the 
affiliated  group  shall  then  be  deter¬ 
mined  by  dividing  the  basis  apportioned 
to  such  class  under  subparagraph  (4)  of 
this  paragraph  by  the  total  n\unber  of 
shares  of  such  class  held  by  it. 

(c)  Sales  after  selling  corporation  has 
ceased  to  be  member  of  affiliated  group. 
If  the  sale  is  made  after  the  selling  cor¬ 
poration  has  ceased  to  be  a  member  of 
the  affiliated  group,  such  basis  shall  be 
determined  in  accordance  with  para¬ 
graph  (b)  of  this  section,  except  that — 

(1)  The  i^gregate  basis  (under  para¬ 
graph  (b)  (1)  of  this  section)  shall  be 
determined  for  all  shares  of  the  issuing 
corporation  held  by  each  member  of  the 
group  immediately  prior  to  the  time  the 
selling  corporation  ceased  to  be  a  mem¬ 
ber  of  the  group  (rather  than  immedi¬ 
ately  prior  to  the  sale) ; 

(2)  The  reduction  (under  paragraph 
(b)  (2)  of  this  section)  witii  respect  to 
losses  apportioned  to  stock  sold  or  other¬ 
wise  disposed  of  in  prior  transactions 
shall  be  determined  without  regard  to 
the  transaction  which  terminated  the 
affiliation  and  all  subsequent  trans¬ 
actions; 

(3)  The  allocation  (under  paragraph 
(b)  (3)  of  this  section)  shall  be  made 
to  each  member  of  the  group  which  held 
stock  of  the  issuing  corporation  immedi¬ 
ately  prior  to  the  time  the  selling  cor¬ 
poration  ceased  to  be  a  member  of  the 
group  (rather  than  to  the  members  hold¬ 
ing  such  stock  at  the  time  of  the  sale) ; 
and 

(4)  The  basis  of  each  share  of  stock 
held  by  the  selling  corporation  (deter¬ 
mined,  as  above,  as  of  the  time  the  sell¬ 
ing  corporation  ceased  to  be  a  member 
of  the  group)  shall  then  be  adjusted  in 
accordance  with  the  other  provisions  of 
subtitle  A  of  the  Code  in  order  to  deter¬ 
mine  the  basis  at  the  time  of  the  sale. 

(d)  Definition  of  “los^\  "consolidated 
loss",  "net  loss”,  or  "net  operating  loss^, 
and  "consolidated  excess  profits  net  in- 
come’\  As  used  in  this  section  the  term 
“loss”  means  either  the  excess  over  the 
gross  income  of  the  issuing  corporation 
of  the  sum  of  its  allowable  deductions 
(not  including  any  net  loss  or  net  oper¬ 
ating  loss  deduction)  allowable  in  com¬ 
puting  consolidated  taxable  income  or 
the  excess  over  the  gross  income  of  the 
issuing  corporation  of  the  sum  of  its 
allowable  deductions  (not  including  any 
net  loss  or  net  operating  loss  deduction) . 
plus  the  proportionate  part  properly  at¬ 
tributable  to  such  corporation  of  the 
credits  relating  to  interest  on  certain 
Government  obligations  and  dividends 
received  allowable  in  computing  consoli¬ 
dated  normal  tax  net  income,  the  con¬ 
solidated  special  class  net  income  or 
consolidated  net  income  subject  to  tax 
determined  in  accordance  with  the  In¬ 
ternal  Revenue  Code  of  1939  and  provi¬ 
sions  of  consolidated  returns  regulations 
applicable  to  the  period.  The  term 
“consolidated  loss”  means  the  excess 


of  the  sum  of  the  losses,  separately  com¬ 
puted.  over  the  sum  of  the  normal  tax 
net  income,  the  special  class  net  income, 
the  net  income  subject  to  tax  or  the  tax¬ 
able  income  determined  in  accordance 
with  the  provisions  of  subtitle  A  of  the 
Internal  Revenue  Code  of  1954,  or  the 
Internal  Revenue  Code  of  1939,  or  the 
Revenue  Act,  and  pursuant  to  the  pro¬ 
visions  of  consolidated  returns  regula¬ 
tions  applicable  to  the  period;  the  term 
“net  loss”  or  “net  operating  loss”  means 
the  net  loss  or  net  operating  loss,  as  the 
case  may  be,  determined  in  accordance 
with  the  provisions  of  subtitle  A  of  the 
Internal  ]^venue  Code  of  1954,  or  the 
Internal  Revenue  Code  of  1939,  or  the 
Revenue  Act,  and  pursuant  to  the  pro¬ 
visions  of  consolidated  returns  regula¬ 
tions  applicable  to  the  period;  and  the 
term  “consolidated  excess  profits  net  in¬ 
come”  means  the  consolidated  excen 
profits  net  income  or  consolidated  sec¬ 
tion  433  (a)  excess  profits  net  income 
determined  in  accordance  with  the  pro¬ 
visions  of  the  Internal  Revenue  Code  of 
1939  or  the  Revenue  Act  and  pursuant 
to  the  provisions  of  consolidated  returns 
regulations  applicable  to  the  period. 

§  1.1 502— 35A  Sale  of  bonds  or  other  ob- 
•  ligations;  basis  for  determining  gain 
or  loss. 

In  the  case  of  a  sale  or  other  disposi¬ 
tion  by  a  corporation,  which  is  (or  has 
been)  a  member  of  an  affiliated  group 
which  makes  (or  has  made)  a  consoli¬ 
dated  income  tax  or  excess  profits  tax 
return  for  any  taxable  year,  of  bonds 
or  other  obligations  issued  or  incurred 
by  another  member  of  such  group 
(whether  or  not  issued  or  incurred  while 
it  was  a  member  of  the  group  and 
whether  issued  or  incurred  before,  dur¬ 
ing,  or  after  the  taxable  year  1929)  and 
held  by  the  selling  corporation  during 
any  part  of  a  period  for  which  a  c(m- 
solidated  return  is  made  or  required 
under  the  regulations  imder  section  1502, 
the  basis  of  each  bond  or  obligation,  for 
determining  the  gain  or  loss  upon  such 
sale  or  other  disposition,  determined  in 
accordance  with  the  other  provisions  of 
subtitle  A  of  the  Code,  but  without  regard 
to  any  adjustment  under  the  last  sen¬ 
tence  of  section  1051,  shall  be  decreased 
(except  as  otherwise  provided  in  this  sec¬ 
tion)  by  the  excess,  if  any,  of  the  segre¬ 
gate  of  the  deductions  computed  under 
paragraph  (b)  (2)  or  (c)  of  §  1.1502-34A 
over  the  sum  of  the  aggregate  bases  of 
the  stock  of  the  debtor  corporation  as 
computed  under  paragraph  (b)  (1)  or  (c) 
of  §  1.1502-34A  as  the  case  may  be,  held 
by  the  members  of  the  group.  The 
adjustment  with  respect  to  so  much  of 
such  deductions  as  is  based  upon  losses 
sustained  during  the  taxable  year  1929 
and  subsequent  taxable  years  for  which 
the  last  day  prescribed  by  law  for  the 
filing  of  the  return  fell  on  or  before 
March  1,  1945  (the  date  on  which 
Treasury  Decision  5441  was  filed  with 
the  Division  of  the  Federal  Register), 
and  availed  of  on  consolidated  returns 
filed  for  such  years  shall  be  made  only 
in  those  cases  in  which  the  sales  or 
other  disposition  of  such  bonds  or  other  j 
obligations  resulted  in  a  loss.  See  also 
1  1.1502-40A  relating  to  dissdlowance  of  | 
loss  upon  intercompany  bad  debts.  < 
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§1,1302— 36 A  Limitation  on  allowable 
losses  cm  sale  of  stock,  or  bonds,  or 
other  obligations. 

(a)  General  rule.  No  loss  shall  be 
aUowed  under  iS  1.1502-33A.  1.1502-34A, 
or  1.1502-35A  upon  the  sale  or  other  dis- 
p^tion  of  stock  or  bonds  or  obligations 
to  the  extent  that  such  loss  is  attrib¬ 
utable  to¬ 
ll)  Transfers  of  assets  within  the  alQl- 

Isted  group  (by  sale,  gift,  or  otherwise) 
wi&out  consideration  or  at  markedly 
fictitious  values,  during  the  period  in 
idUch  the  corporations  were  affiliated 
(whether  or  not  a  consolidated  return 
was  made) ,  or 

(2)  A  distribution  during  a  period  in 
which  the  corporations  were  affiliated  of 
earnings  or  profits  accumulated  prior 
to  the  date  upon  which  the  distributing 
corporation  became  a  member  of  the 
group. 

(b)  Qualification  of  general  rule. 
Paragraph  (a)  of  this  section  shall  not 
be  considered  as  in  any  way  limiting  the 
operation  of  the  provisions  of  subtitle  A 
of  the  Code  relating  to  the  basis  for  de¬ 
termining  gain  or  loss  upon  ttie  sale  or 
other  disposition  of  property,  but  as 
being  in  amplification  of  and  not  in  sub¬ 
stitution  for  such  provisions;  subject, 
however,  to  this  qualification:  that  to 
the  extent  that  the  transfers  of  assets 
referred  to  in  paragraph  (a)  of  this  sec¬ 
tion  are  taken  into  account  under  the 
terms  of  subtitle  A  in  making  adjust¬ 
ments  in  the  basis,  such  transfers  will 
not  be  taken  into  account,  in  denying 
losses  under  paragraph  (a)  of  this 
lection. 

§  1.1302— 37 A  Liquidations;  recognition 
of  gain  or  loes. 

(a)  During  consolidated  return  period. 
(1)  Gain  or  loss  shall  not  be  recognized 
upon  a  distribution  during  a  consolidated 
return  period,  by  a  member  of  an  affili¬ 
ated  group  to  another  member  of  such 
group,  in  cancellation  or  redemption  of 
all  or  any  portion  of  its  stock,  except — 

(1)  Where  such  distribution  is  in  com¬ 
plete  liquidation  and  redemption  of  all  of 
its  stock  (whether  in  one  distribution  or 
a  series)  and  of  its  bonds  and  other  in¬ 
debtedness,  if  any,  and  falls  without  the 
provisions  of  section  332,  and  is  the  result 
of  a  bona  fide  termination  of  the  business 
and  operations  of  such  member  of  ttie 
group,  in  which  case  the  adjustments 
specified  in  §S  1.1502-34A  and  1.1502-35A 
^11  be  made,  and  S  1.1502-36A  shall  be 
^jplicable; 

(il)  Where  such  a  distribution  without 
the  provisions  of  section  332  is  one  made 
in  cash  in  an  amount  in  excess  of  the 
adjusted  basis  of  the  stock,  and  bonds 
and  other  indebtedness,  in  which  case 
gain  shall  be  recognized  to  the  extent  of 
such  excess:  or 

(iii)  Where  the  basis  of  the  property 
distributed  In  the  hands  of  the  distribu¬ 
tee  is  determined  by  reference  to  section 
334(b)(2).  in  which  case  gain  shall  be 
recognized  as  provided  in  section  1245(a) 
(1). 

(2)  When  the  business  and  operations 
of  the  liquidated  member  of  the  affiliated 
group  are  continued  by  another  member 
of  the  group.  It  shall  not  be  considered  a 
bona  fide  termination  of  the  business  and 
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operations  of  the  liquidated  member. 
With  respect  to  the  acquisition  of  its 
bonds  by  the  issuing  company,  see 
paragraph  (b)  of  f  1.1502-41A. 

(3)  For  the  purpose  of  determining 
whether  an  affiliated  corporation  re¬ 
ceiving  property  in  a  liquidating  distribu¬ 
tion  qualifies  under  the  provisions  of 
section  332(b)(1),  the  aggregate 
amount  of  the  stock  of  the  liquidated 
corporation  owned  by  the  several  mem¬ 
bers  of  the  affiliated  group  on  the  date 
of  the  adoption  of  the  plan  of  liquidation 
and  at  all  times,  subsequent  thereto  and 
prior  to  the  receipt  of  the  property  in 
liquidation  shall  be  considered  as  owned 
by  the  distributee. 

(b)  After  consolidated  return  period. 
In  case  any  such  distribution  is  made 
after  a  consolidated  return  period, 
whether  in  complete  or  partial  liquida¬ 
tion,  except  a  complete  liquidation 
within  the  provisions  of  section  332  (b) , 
with  respect  to  stock  and  with  respect 
to  bonds,  debentures,  notes,  certificates, 
and  other  indebtedness  of  the  liquidated 
corporation  acquired  prior  to  or  dming 
any  taxable  year  subsequent  to  1928  for 
which  a  consolidated  income  or  excess 
profits  tax  return  was  filed,  the  ad¬ 
justments  specified  in  SS  1.1502-34A  smd 
1.1502-35A  shall  be  made,  and  S  1.1502- 
36A  will  be  applicable. 

§  1.1502— 38 A  Basis  of  property. 

(a)  General  rule.  Subject  to  the  pro¬ 
visions  of  paragraphs  (b)  and  (c)  of  this 
section  and  except  as  otherwise  provided 
in  §S  1.1502-34A.  1.1502-35A.  and  1.1502- 
39A,  the  basis  during  a  consolidated  re¬ 
turn  period  for  determining  the  gain  or 
loss  from  the  sale  or  other  disposition  of 
property,  or  upon  which  exhaustion, 
wear  and  tear,  obsolescence,  amortiza¬ 
tion,  and  depletion  are  to  be  allowed, 
shall  be  determined  and  adjusted  in  the 
same  manner  as  if  the  corporations  were 
not  affiliated,  whether  such  property  was 
acquired  before  or  during  a  consolidated 
return  period.  Except  as  otherwise  pro¬ 
vided  ir.  S  1.1502-39A,  such  basis  immedi¬ 
ately  after  a  consolidated  return  period 
(whether  the  affiliation  has  been  broken 
or  whether  the  privilege  of  making  a 
consolidated  return  is  not  exercised) 
shall  be  the  same  as  immediately  prior 
to  toe  close  of  such  period. 

(b)  Intercompany  transactions.  The 
basis  prescribed  in  paragraph  (a)  of  this 
section  shall  not  be  affected  by  reason 
of  a  transfer  during  a  consolidated  re¬ 
turn  period,  other  than  upon  liquidation 
as  provided  in  paragraph  (c)  of  this 
section  (whether  by  sale,  gift,  dividend, 
or  otherwise)  from  a  member  of  toe 
affiliated  group  to  another  member  of 
such  group. 

(c)  Basis  after  liquidation.  (1)  Where 
property  is  acquired  upon  a  distribution 
described  in  paragraph  (a)  of  §  1.1502- 
37A  in  which  gain  or  loss  is  recognized  to 
toe  distributee,  toe  basis  of  such  property 
shall  be  its  fair  market  vsdue  at  date  of 
acquisition. 

(2)  Where  property  is  acquired  upon 
a  liquidation  to  which  section  332  is  ap¬ 
plicable  and  if  toe  first  distribution  In 
pursuance  of  toe  plan  of  liquidation  oc- 
cius  on  or  after  June  22, 1954 — 

(i)  Unless  subdivision  (ii)  of  this  sub- 
paragnq>h  is  applicable,  toe  iMSls  of  such 
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property  shall  be  toe  same  as  it  would  be 
in  toe  hands  of  toe  transferor; 

(ii)  If  toe  basis  of  such  property  is  de¬ 
termined  by  reference  to  section  334(b) 
(2) ,  such  section  (and,  if  applicable,  sec¬ 
tion  1245(c) )  shall  be  applicable  in  deter¬ 
mining  toe  basis  of  property  received  on 
toe  liquidation  (except  properly  received 
by  toe  liquidating  corporation  from  other 
members  of  the  affiliated  group  during  a 
consolidated  return  period)  and  to  any 
property  transferred  by  toe  liquidating 
corporation  to  other  members  of  toe 
group  during  a  consolidated  return  pe¬ 
riod  as  if  such  property  had  not  b^n 
transferred  and  was  received  hi  such 
liquidation.  In  addition,  proper  adjust¬ 
ment  shall  be  made  with  respect  to  toe 
effect  of  any  other  transactions  between 
members  of  toe  group  diiring  a  consoli¬ 
dated  return  period  which  creates  a  dis¬ 
tortion  of  income  or  a  substantial  varia¬ 
tion  in  basis  of  property  from  the  basis 
such  property  would  have  had  if  there 
had  been  no  such  transactions. 

(3)  Where  property  is  acquired  upon  a 
distribution  (not  a  complete  liquidation 
within  toe  provisions. of  section  332  (b) ) 
in  which  gain  or  loss  to  toe  distributee 
is  not  recognized  as  provided  in  para¬ 
graph  (a)  of  S  1.1502-37A  toe  basis  of 
such  property  shall  be  toe  same  as  toe 
basis  of  the  stock  and  toe  bonds  and 
other  obligations  exchanged  therefor, 
adjusted  for — 

(1)  The  transfer  of  assets  within  the 
affiliated  group  by  toe  distoibuting  cor¬ 
poration  (by  sale,  gift,  or  otherwise) 
without  consideration  or  at  markedly 
fictitious  values,  during  toe  period  for 
which  toe  corporations  were  affiliated 
(whether  or  not  a  consolidated  return 
was  made) ; 

(ii)  Distributions  during  a  period  in 
which  toe  corporations  were  affiliated  of 
earnings  or  profits  accumulated  prior  to 
toe  date  upon  which  toe  distributing 
corporation  became  a  member  of  toe 
group;  and 

(iii)  Cash  received  in  toe  distribution. 

(4)  Where  property  was  acquired 
upon  a  distribution  in  whito  gain  or  loss 
to  toe  distributee  was  recognized  pur¬ 
suant  to  toe  provisions  of  section  333  (a) 
or  toe  corresponding  provisions  of  toe 
Internal  Revenue  Code  of  1939  or  toe 
Revenue  Act  of  1938,  toe  basis  of  such 
property  shall  be  toe  same  as  the  basis 
of  toe  stock  exchanged  therefor,  ad¬ 
justed  for — 

(i)  The  transfer  of  assets  within  toe 
affiliated  group  by  toe  distributing  cor¬ 
poration  (by  sale,  gift,  or  otherwise) 
without  consideration  or  at  markedly 
fictitious  values,  during  toe  period  for 
which  toe  corporations  were  affiliated 
(whether  or  not  a  consolidated  retom 
was  made) ; 

(ii)  nstribution  during  a  consolidated 
return  period  of  earnings  or  profits  ac¬ 
cumulated  prior  to  toe  date  upon  which 
toe  distributing  corporation  became  a 
member  of  toe  group; 

(iii)  Cash  received  in  toe  distribution; 
and 

(iv)  The  amoimt  of  gain  recognized  to 
the  distributee  in  toe  liquidation. 

(d)  Basis  not  affected  by  acquisition 
or  sale  of  stock.  Neither  toe  acquisition 
of  stock  of  a  corporation  nor  its  sale  or 
other  disposition  shall  affect  toe  basis 
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of  the  property  of  such  corporation  for 
determining  gain  or  loss  or  upon  which 
exhaustion,  wear  and  tear,  obsolescence, 
amortization,  and  depletion  are  to  be 
allowed. 

§  1.1502— 39A  Inventories. 

(a)  Consolidated  return  for  first  year 
of  affiliation.  If  ttie  income  of  an  affili¬ 
ated  corporation  is  included  in  a  consoli¬ 
dated  return  for  the  period  immediately 
following  the  date  upon  which  such  cor¬ 
poration  became  a  member  of  the  affili¬ 
ated  group,  the  value  of  its  opening  in¬ 
ventory  to  be  used  in  computing  the 
consolidated  taxable  income  shall  be  the 
proper  value  of  the  closing  inventory 
used  in  computing  its  taxable  income  for 
the  preceding  taxable  year. 

(b)  Consolidated  return  after  separate 
return  by  affiliates.  If — 

(1)  A  corporation  which  is  a  member 
of  the  affiliated  group  for  the  first  con¬ 
solidated  return  period  was  a  member 
of  the  group  in  the  preceding  taxable 
year,  or 

(2)  A  corporation  which  filed  a  sep¬ 
arate  return  for  its  previous  taxable  year 
was  not  a  member  of  the  afliliated  group 
within  the  meaning  of  section  141  of  the 
Internal  Revenue  Code  of  1939,  at  any 
time  dxiring  the  last  taxable  year  of  the 
group  not  subject  to  section  1502,  but 
which  would  have  been  a  member  of  the 
group  during  such  period  if  section  1504 
had  been  applicable  and  is  a  member  of 
the  affiliated  group  filing  a  consolidated 
return  for  the  first  taxable  year  to  which 
section  1502  is  applicable, 

the  value  of  its  opening  inventory  to  be 
used  in  computing  the  consolidated  tax¬ 
able  income  for  the  first  consolidated  re¬ 
turn  period  shall  be  the  proper  value  of 
the  closing  inventory  used  in  computing 
its  taxable  income  for  the  preceding  tax¬ 
able  year,  decreased  in  tiie  amoimt  of 
profits  or  increased  in  the  amount  of 
losses  refiected  in  such  Inventories  which 
arose  in  transactions  between  members 
of  the  affiliated  group  and  which  have 
not  been  realized  by  the  group  through 
final  transactions  with  persons  other 
than  members  of  the  group. 

(c)  Separate  returns  made  after  con¬ 
solidated  returns.  If  a  corporation 
which  was  a  member  of  an  affiliated 
group  in  a  consolidated  return  period 
makes  or  is  required  to  make  a  separate 
retium  for  the  succeeding  taxable  year, 
the  value  of  its  opening  inventory  to  be 
used  in  computi^  its  taxable  income 
for  such  succeeding  taxable  year  shall 
be  the  proper  value  of  its  closing  inven¬ 
tory  us^  in  computing  consolidated  tax¬ 
able  income  for  the  last  consolidated 
return  period  increased  in  the  amoimt 
of  profits  or  decreased  in  the  amount  of 
losses  eliminated  in  the  computation  of 
such  inventory  as  prcffits  or  losses  aris¬ 
ing  in  transactions  between  members 
of  the  affiliated  group,  but  in  an  amount 
not  exceeding,  in  the  case  of  profits, 
either  the  amount  of  profits  arising  from 
such  intercompany  transactions  re¬ 
flected  in  the  closi^  inventory  of  such 
corporation  for  such  succeeding  taxable 
year  or  the  amount  of  such  intercom¬ 
pany  profits  eliminated  from  its  opening 
inventory  for  its  first  consolidated  re¬ 
turn  period  pursuant  to  the  provisions 


of  paragraph  (b)  of  this  section,  and  not 
exceeding,  in  the  case  of  losses,  either  the 
amount  of  losses  arising  from  intercom¬ 
pany  transactions  reflected  in  the  clos¬ 
ing  inventory  for  such  corporation  for 
such  succeeding  taxable  year  or  the 
amount  of  such  intercompany  losses 
eliminated  from  its  opening  inventory 
for  its  first  consolidated  return  period 
pursuant  to  the  provisions  of  paragraph 
(b)  of  this  section. 

§  1.1502-40.4  Bad  debts. 

(a)  Deduction  during  consolidated  re¬ 
turn  period.  No  deduction  shall  be  al- 
lower  during  a  consolidated  return  pe¬ 
riod  to  any  member  of  the  affiliated  group 
on  account  of  worthlessness  in  whole  or 
in  part  of  any  obligation  (including  ac¬ 
counts  receivable,  bonds,  notes,  debts, 
and  claims  of  whatsoever  natiure)  of  any 
other  corporation  which  was  a  member 
of  the  group  as  of  the  last  day  of  the  tax¬ 
able  year  or  which  was  liquidated  by  the 
group  during  such  year,  except  as  a  loss 
resulting  from  a  bona  fide  termination 
of  the  business  and  operations  of  such 
other  corporation,  whether  in  liquidation' 
or  otherwise,  in  which  case  the  loss  shall 
be  computed  subject  to  the  adjustments 
specified  in  S  1.1501-35A  and  the  provi¬ 
sions  of  S  1.1502-36A  shall  be  applicable. 

(b)  Limitation  of  allowance  after  con¬ 
solidated  return  period.  With  respect  to 
obligations  (including  accounts  receiv¬ 
able)  of  a  member  of  an  affiliated  group 
acquired  in  any  way  by  another  member 
of  the  group  prior  to  or  during  any  tax¬ 
able  year  sub^uent  to  1928  for  which  a 
consolidated  income  or  excess  profits  tax 
return  was  filed,  the  adjustments  pre¬ 
scribed  with  respect  to  the  allowance  of 
losses  upon  the  sale  of  bonds  shall  be 
applicable  to  the  allowance  of  any  bad 
debt  deduction  for  any  period  subsequent 
to  the  consolidated  return  period.  See 
§  1.1502-35A. 

§  1.1502— 41 A  Sale  and  retirement  by 
corporation  of  its  bonds. 

(a)  Issued  at  discount  or  premium.  If 
a  corporation  which  during  any  taxable 
year  has  been  a  member  of  an  affiliated 
group  which  makes  or  is  required  to  make 
a  consolidated  return,  has  issued  its 
bonds  at  a  discount  or  premium  (whether 
or  not  during  a  consolidated  return  pe¬ 
riod)  ,  deduction  will  be  allowed  for  the 
amortization  of  the  discount,  and  income 
included  for  the  amortization  of  the 
premium,  in  the  same  manner,  to  the 
same  extent,  and  upon  the  same  condi¬ 
tions  as  if  the  corporation  had  never 
been  affiliated,  except  that  no  deduction 
for  amortization  of  (Uscoimt  shall  be  al¬ 
lowed,  and  no  income  shall  be  included 
for  amortization  of  premium,  during  a 
period  for  which  a  consolidated  return  is 
made,  on  bonds  of  one  member  of  the 
group  owned  by  another  member  of  the 
group. 

(b)  Acquisition  of  bonds  by  issuing 
company.  If  a  corporation  which  has 
been  a  member  of  an  affiliated  group 
which  makes  or  is  required  to  make  a 
consolidated  return,  acquires  its  bonds 
(whether  or  not  from  another  member 
of  such  group  and  whether  or  not  during 
a  consolidated  return  period),  gain  or 
loss  shall  be  recognized  in  the  same  man¬ 
ner  to  the  same  extent  and  upon  the 


same  conditions  as  if  the  corporation  had 
never  been  afliliated.  except  that,  if  such 
bonds  are  acquired  from  another  mem¬ 
ber  of  the  group  during  a  consolidated 
return  period,  and  in  a  transaction  other 
than  a  distribution  m  a  liquidation  in 
which  gain  or  loss  to  the  distributee  is 
recognized  pursuant  to  paragraph  (a)  of 
§  1.1502-37A  in  determining  the  gain  or 
loss  to  the  issuing  company  from  such 
acquisition,  the  basis  thereof  to  such 
other  member  of  the  group  shall  be 
deemed  the  purchase  price. 

§  1.1502— 42A  Capital  loss  limilutiom 
and  carryover. 

(a)  The  provisions  of  sections  165, 
832(c)(5).  1211,  1212,  and  1231  with 
respect  to  gains  and  losses  from  sales 
or  exchanges  of  capital  assets  shall  be 
applied,  in  respect  of  such  gains  and 
losses  sustained  during  a  consolidated 
return  period  as  if  the  affiliated  group 
were  the  taxpayer. 

(b)  WiUi  respect  to  a  net  capital  loss 
sustained  by  a  corporation  m  a  taxable 
year  prior  to  the  flrst  consolidated  re¬ 
turn  period  in  respect  of  which  its 
income  is  included  in  a  consolidated  re¬ 
turn,  such  loss  (in  an  eunount  not  in 
excess  of  the  net  capital  gain  of  such 
corporation  for  succeeding  consolidated 
return  periods)  shall,  for  the  purposes  of 
section  1212,  relating  to  net  capital  Ion 
carryovers,  be  treated  as  if  such  net 
capital  loss  had  been  sustamed  by  the 
affiliated  group. 

(c)  A  consolidated  net  capital  loss  of 
an  affiliated  group  for  a  consolidated  re¬ 
turn  period  shall  be  considered  as  a  con¬ 
solidated  short-term  capital  loss  in 
subsequent  consolidated  return  periods 
notwithstanding  that  one  or  more  cor¬ 
porations,  members  of  the  group  in  the 
taxable  year  in  which  such  loss  was  sus¬ 
tained,  make  separate  returns  for  sub¬ 
sequent  taxable  years  (or  join  in  s 
consolidated  return  made  by  anothn 
affiliated  group) .  but  only  to  the  extent 
that  such  consolidated  net  capital  loss 
is  not  attributable  to  such  corporations; 
and  such  portion  of  such  consolidated 
net  capital  loss  as  is  attributable  to  the 
several  corporations  making  separate 
returns  (or  Joining  in  a  consolidated  re¬ 
turn  made  by  another  affiliated  group) 
for  a  subsequent  taxable  year  shall  be 
considered  as  a  short-term  capital  loss 
in  such  separate  returns,  or  in  such  con¬ 
solidated  return  of  the  other  affiliated 
group,  but  only  to  the  extent  that  such 
portion  of  such  consolidated  net  capital 
loss  was  not  absorbed  in  intervening  tax¬ 
able  years  by  net  capital  gains,  consoli¬ 
dated  or  separate,  as  the  case  may  be. 
Any  net  capital  loss  sustained  by  a  cor¬ 
poration  prior  to  the  first  taxable  year 
in  respect  of  which  its  income  is  in¬ 
cluded  in  the  consolidated  return  shall 
be  considered  as  a  short-term  capital 
loss  in  the  separate  return  of  such  cor¬ 
poration  (or  the  consolidated  return  of 
another  affiliated  group  of  whicdi  it  be¬ 
comes  a  member)  for  a  subsequent  tax¬ 
able  year  for  which  it  makes  a  separate 
return  or  joins  in  a  consolidated  return 
of  another  group,  but  only  to  the  extent 
that  such  net  capital  loss  was  not  ab¬ 
sorbed  in  intervening  taxable  years  by 
net  capital  gains,  consolidated  or  sepa¬ 
rate.  as  the  case  may  be. 
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§  1.1 502-43 A  Credit  for  foreign  taxes. 

(a)  In  general — (1)  Choice  of  credit 
or  deduction.  The  credit  under  section 
901  for  taxes  paid  or  accrued  to  any  for¬ 
eign  country  or  possession  of  the  United 
States  shall  be  allowed  to  an  affiliated 
group  filing  a  consolidated  return  only 
11  the  common  parent  corporation 
chooses  to  use  such  credit  in  the  compu¬ 
tation  of  the  tax  liability  of  the  group 
for  the  taxable  year.  If  this  choice  is 
made,  no  deduction  may  be  taken  imder 
section  164  on  the  consolidated  return 
for  such  taxes  paid  or  accrued  by  any 
member  of  the  group. 

(2)  Amount  of  credit.  If  the  per- 
country  limitation  on  the  credit  provided 
in  section  904(a)(1)  applies  in  comput¬ 
ing  the  tax  liability  of  the  group  for  the 
taxable  year,  the  amount  of  the  credit 
shall  determined  under  paragraph  (b) 
of  this  section;  if  the  overall  limitation 
provided  in  section  904(a)  (2)  applies, 
the  amoimt  of  the  credit  shall  be  deter¬ 
mined  imder  paragraph  (c)  of  this  sec¬ 
tion.  If  any  member  of  the  group  re¬ 
ceives  “interest  Income”  from  sources 
within  any  foreign  country  or  any  pos¬ 
session.  the  credit  for  taxes  paid  or 
accrued  to  such  foreign  country  or  pos¬ 
session  with  respect  to  such  income  i^all 
be  determined  separately  under  para¬ 
graph  (d)  of  this  section. 

(3)  Definitions.  For  purposes  of  this 
section — 

(i)  The  term  “taxes  paid  or  accrued” 
Includes  the  amount  of  taxes  deemed 
paid  pursuant  to  sections  902  and  960(a) , 
and 

(ii)  The  term  “interest  income”  means 
interest  income  described  in  section 
904(f)  (2)  for  taxable  years  beginning 
after  October  16.  1962.  but  only  if  such 
interest  income  results  from  transactions 
eonsummated  after  April  2.  1962.  and 
the  term  “consolidated  taxable  interest 
income”  means  the  aggregate  interest  in¬ 
come  of  the  several  members  of  the  af¬ 
filiated  group. 

(b)  Amount  of  credit  with  respect  to 
noninterest  income  where  per-country 
Umitation  applies — (1)  Taxes  allowed  as 
a  credit.  Subject  to  the  limitation  pro- 
Tided  in  subparagraph  (2)  of  this  para- 
traph,  the  credit  allowable  to  an  affiliated 
group  filing  a  consolidated  return  for 
taxes  paid  or  accrued  with  respect  to  in¬ 
come  other  than  interest  income  for  a 
taxable  year  for  which  the  per-coimtry 
limitation  applies  shall  be  an  amount 
equal  to  the  sum  of — 

(1)  The  aggregate  of  the  taxes  paid 
or  accrued  for  the  taxable  year  by  the 
several  members  of  the  affiliated  group 
to  any  foreign  country  or  any  possession 
with  respect  to  income  other  than  in¬ 
terest  income,  and 

(ii)  The  aggregate  of  the  consolidated 
excess  tax  paid  csirryovers  and  carry¬ 
backs  to  the  taxable  year  under  section 
904(d)  for  taxes  paid  or  accrued  to  such 
country  or  possession  with  respect  to 
Income  other  than  interest  income. 

(2)  Limitation.  The  credit  allowable 
under  subparagraph  (1)  of  this  para¬ 
graph  for  taxes  paid  or  accrued  to  any 
foreign  country  or  any  possession  shall 
not  exceed  an  amount  which  bears  the 
same  ratio  to  the  total  tax  of  the  sS- 
fillated  group  against  which  the  credit  is 
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taken  as  the  consolidated  taxable  income 
of  the  group  (computed  by  excluding 
any  consolidated  taxable  interest  in¬ 
come)  from  sources  within  such  coun¬ 
try  or  possession  (but  not  in  excess  of 
the  entire  consolidated  taxable  income 
of  the  group)  bears  to  the  entire  con¬ 
solidated  taxable  income.  The  amount 
computed  imder  the  preceding  sentence 
shall  be  increased  as  provided  in  section 
960(b).  where  applicable. 

(3)  Consolidated  excess  tax  paid  car¬ 
ryovers.  The  consolidated  excess  tax 
paid  carryovers  to  the  current  taxable 
year  for  taxes  paid  or  accrued  to  any 
foreign  country  or  any  possession  with 
respect  to  income  other  than  interest  in¬ 
come  shall  consist  of — 

(i)  The  consolidated  excess  tax  paid, 
with  respect  to  such  income,  to  such 
country  or  possession  for  the  five  preced¬ 
ing  taxable  years  (not  including  as  a 
preceding  taxable  year  any  taxable  year 
beginning  before  January  1. 1958)  to  the 
extent  that  such  consolidated  excess  tax 
paid  for  any  such  preceding  taxable  year 
was  not  attributable  to  a  corporation 
making  a  separate  return  or  joining  in  a 
consolidated  return  filed  by  another  af¬ 
filiated  group  for  the  current  taxable  year 
and  was  not  absorbed  pursuant  to  section 
904(d)  in  years  preceding  the  current 
taxable  year  (whether  or  not  taken  as  a 
credit),  and 

with  respect  to  the  excess  tax  paid,  with 
respect  to  income  other  than  interest 
income,  by  a  corporation  in  a  taxable 
year  for  which  a  separate  return  was 
filed,  or  for  which  such  corporation 
joined  in  a  consolidated  return  filed  by 
another  affiliated  group,  but  subject  to 
the  limitation  prescribed  in  paragraph 
(g)  of  this  section — 

(ii)  The  amount  of  such  excess  tax 
paid  by  such  corporation  to  such  coun¬ 
try  or  possession  for  the  five  preceding 
taxable  years  (not  including  as  a  preced¬ 
ing  taxable  year  any  taxable  year  begin¬ 
ning  before  January  1.  1958)  to  the  ex¬ 
tent  that  such  excess  tax  paid  for  any 
such  preceding  taxable  year  was  not 
absorbed  pursuant  to  section  904(d)  in 
years  preceding  the  current  taxable  year 
(whether  or  not  taken  as  a  credit) . 

(4)  Consolidated  excess  tax  paid  car¬ 
rybacks.  The  consolidated  excess  tax 
paid'^arrybacks  to  the  current  taxable 
year  for  taxes  paid  or  accrued  to  any 
foreign  country  or  any  possession  with 
respect  to  income  other  than  interest  in¬ 
come  shall  consist  of — 

(i)  The  consolidated  excess  tax  paid, 
with  respect  to  such  income,  to  such 
country  or  possession  for  the  first  suc¬ 
ceeding  taxable  year  (to  the  extent  not 
attributable  to  a  corporation  making  a 
separate  return  or  joining  in  a  con¬ 
solidated  return  filed  by  another  affiliat¬ 
ed  group  for  the  current  taxable  year) 
reduced  to  the  extent  absorbed  pursuant 
to  section  904(d)  in  the  first  preceding 
taxable  year  (whether  or  not  taken  as 
a  credit) .  and 

(ii)  The  consolidated  excess  tax  paid, 
with  respect  to  such  income,  to  such 
country  or  possession  for  the  second 
succeeding  taxable  year  (to  the  extent 
not  attributable  to  a  corporation  making 
a  separate  return  or  Joining  in  a  con¬ 
solidated  return  filed  by  another  affili¬ 


ated  group  for  the  current  taxable  year) , 
and 

with  respect  to  the  excess  tax  paid,  with 
respect  to  income  other  than  Interest  in¬ 
come.  to  such  country  or  possession  by  a 
corporation  which,  for  either  of  the  two 
succeeding  taxable  years,  files  a  separate 
return  or  joins  in  a  consolidated  return 
filed  by  another  affiliated  group,  but  sub¬ 
ject  to  the  limitation  prescribed  in  para¬ 
graph  (g)  of  this  section — 

(iii)  The  amount  of  such  excess  tax 
paid  by  such  corporation  for  the  first 
succeeding  taxable  year  reduced  to  the 
extent  absorbed  pursuant  to  section 
904(d)  by  such  corporation  for  the  first 
preceding  taxable  year  (whether  or  not 
taken  as  a  credit),  or  if  the  income  of 
such  corporation  is  included  in  a  consoli¬ 
dated  return  for  the  first  preceding  tax¬ 
able  year,  reduced  to  the  extent  absorbed 
pursuant  to  section  904(d)  by  such  con¬ 
solidated  return  (whether  or  not  taken 
as  a  credit) ,  and 

(iv)  The  amount  of  such  excess  tax 
paid  by  such  corporation  for  the  second 
succeeding  taxable  year. 

(c)  Amount  of  credit  with  respect  to 
noninterest  income  where  overall  limita¬ 
tion  applies — (1)  Taxes  allowed  as  a 
credit.  Subject  to  the  limitation  pro¬ 
vided  in  subparagraph  (2)  of  this  para¬ 
graph.  the  credit  allowable  to  an  affili¬ 
ated  group  filing  a  consolidated  return 
for  taxes  paid  or  accrued  with  respect  to 
income  other  than  Interest  Income  for  a 
taxable  year  for  which  the  overall  limita¬ 
tion  applies  shall  be  equal  to  the  sum  of — 

(1)  The  aggregate  of  the  taxes  paid  or 
accrued  for  the  taxable  year  by  the 
several  members  of  the  affiliated  group  to 
all  foreign  countries  and  possessions  with 
respect  to  income  other  than  interest 
income,  and 

(ii)  The  aggregate  of  the  consolidated 
excess  tax  paid  carryovers  and  carry¬ 
backs  to  the  taxable  year  under  section 
904(d)  for  taxes  paid  or  accrued  to  all 
foreign  countries  and  possessions  with 
respect  to  income  other  than  interest 
income. 

(2)  Limitation.  The  credit  allowable 
under  subparagraph  (1)  of  this  para¬ 
graph  for  taxes  paid  or  accrued  to  all 
foreign  countries  and  possessions  shall 
not  exceed  an  amount  which  bears  the 
same  ratio  to  the  total  tax  of  the  affili¬ 
ated  group  against  which  the  credit  is 
taken  as  the  consolidated  taxable  in¬ 
come  of  the  group  (computed  by  exclud¬ 
ing  any  consolidated  taxable  interest  in¬ 
come)  from  sources  without  the  United 
States  (but  not  in  excess  of  the  entire 
consolidated  taxable  income  of  the 
group)  bears  to  the  entire  consolidated 
taxable  income.  The  amount  computed 
under  the  preceding  sentence  shall  be 
increased  as  provided  in  section  960(b), 
where  applicable. 

(3)  Consolidated  excess  tax  paid 
carryovers.  The  consolidated  excess  tax 
paid  carryovers  to  the  current  taxable 
year  for  taxes  paid  or  accrued  to  all  for¬ 
eign  countries  and  possessions  with  -re¬ 
spect  to  income  other  than  interest  in¬ 
come  shall  consist  of — 

(i)  The  consolidated  excess  tax  paid, 
with  respect  to  such  income,  to  all  such 
countries  and  possessions  for  title  five 
preceding  taxable  years  (not  including 
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as  a  preceding  taxable  year  any  taxable 
year  beginning  before  January  1,  1961) 
to  the  extent  that  such  consolidated  ex¬ 
cess  tax  paid  for  any  such  preceding  tax¬ 
able  year  was  not  attributable  to  a  cor¬ 
poration  making  a  separate  return  or 
joining  in  a  consolidated  retiun  filed  by 
another  affiliated  group  for  the  current 
taxable  year  and  was  not  absorbed  pur¬ 
suant  to  section  904(d)  in  years  preced¬ 
ing  the  current  taxable  year  (whether 
or  not  taken  as  a  credit) ,  and 

with  respect  to  the  excess  tax  paid,  with 
respect  to  income  other  than  interest  in¬ 
come.  by  a  corporation  in  a  taxable  year 
for  which  a  separate  return  was  filed,  or 
for  which  such  corporation  Joined  in  a 
consolidated  return  filed  by  another  affil¬ 
iated  group,  but  subject  to  the  limita¬ 
tion  prescribed  in  paragraph  (g)  of  this 
section — 

(ii)  The  amount  of  such  excess  tax 
paid  by  such  corporation  to  all  foreign 
countries  and  possessions  for  the  five 
preceding  taxable  years  (not  Including  as 
a  preceding  taxable  year  any  taxable 
year  beginning  before  January  1.  1961) 
to  the  extent  that  such  excess  tax  paid 
for  any  such  preceding  taxable  year  was 
not  absorbed  pursuant  to  section  904(d) 
in  years  preceding  the  current  taxable 
year  (whether  or  not  taken  as  a  credit) . 

(4)  Consolidated  excess^  tax  paid 
carrybacks.  The  consolidated  excess  tax 
paid  carrybacks  to  the  current  taxable 
year  for  taxes  paid  or  accrued  to  all  for¬ 
eign  countries  and  possessions  with  re¬ 
spect  to  income  other  than  interest  in¬ 
come  shall  consist  of — 

(1)  The  consolidated  excess  tax  paid, 
with  respect  to  such  income,  to  all  such 
countries  and  possessions  for  the  first 
succeeding  taxable  year  (to  the  extent 
not  attributable  to  a  corporation  making 
a  separate  retiun  or  Joining  in  a  consol¬ 
idated  return  filed  by  another  affiliated 
group  for  the  current  taxable  year)  re¬ 
duced  to  the  extent  absorbed  pursuant 
to  section  904(d)  in  the  first  preceding 
taxable  year  (whether  or  not  taken  as 
a  credit) ,  and 

(ii)  Ihe  consolidated  excess  tax  paid, 
with  respect  to  such  income,  to  all  such 
countries  and  possessions  for  the  second 
succeeding  taxable  year  (to  the  extent 
not  attributable  to  a  corporation  making 
a  separate  return  or  Joining  in  a  consoli¬ 
date  retiuti  file  by  another  affiliate 
group  for  the  ciirrent  taxable  year) .  and 

with  resi>ect  to  the  excess  tax  paid,  with 
respect  to  income  other  than  interest  in¬ 
come.  to  all  such  coimtries  and  posses¬ 
sions  by  a  corporation  which,  for  either 
of  the  two  succeeding  taxable  years,  files 
a  separate  return  or  Joins  in  a  consoli¬ 
date  return  file  by  another  aflUiate 
group,  but  subject  to  the  limitation  pre¬ 
scribe  in  paragraph  (g)  of  this  section— 

(iii)  The  amount  of  such  excess  tax 
paid  by  such  corporation  for  the  first 
succeeing  taxable  year  reuce  to  the 
extent  absorbe  pursuant  to  section  904 
(d)  by  such  corporation  for  the  first  pre¬ 
ceding  taxable  year  (whether  or  not 
taken  as  a  credit),  or  if  the  income  of 
such  corporation  is  include  in  a  consoli¬ 
date  retiim  for  the  first  preceding  tax¬ 
able  year,  reuce  to  the  extent  absorbe 
pursuant  to  section  904(d)  by  such  con¬ 


solidated  return  (whether  or  not  taken 
ascreit).and 

(iv)  The  amount  of  such  excess  tax 
paid  by  such  corporation  for  the  second 
succeeing  taxable  year. 

(5)  Carrybacks  to  certain  taxable 
years.  The  excess  tax  paid  (whether 
consolidate  or  separate)  with  respect  to 
income  other  than  Interest  income  for 
any  taxable  year  for  which  the  overall 
limitation  applies  may  not  be  carrie 
back  to  a  taxable  year  beginning  before 
January  1,  1961;  and  in  determining  the 
carryover  or  carryback  to  taxable  years 
beginning  on  or  after  January  1. 1961.  no 
amount  shall  be  treated  as  absorbed  for 
taxable  years  beginning  before  such  date. 

(d)  Amount  of  credit  with  respect  to 
interest  income — (1)  Taxes  allowed  as  a 
credit.  Subject  to  the  limitation  provided 
in  subparagraph  (2)  of  this  paragraph, 
the  cr^t  allowable  to  an  affiliated  group 
filing  a  consolidated  return  for  taxes  paid 
or  accrued  with  respect  to  Interest  in¬ 
come  shall  be  an  amount  equal  to  the 
sum  of — 

(1)  The  aggregate  of  the  taxes  paid 
or  accrued  for  the  taxable  year  by  the  sev¬ 
eral  members  of  the  affiliated  group  to 
any  foreign  country  or  any  possession 
with  respect  to  interest  income,  and 

(ii)  The  aggregate  of  the  consolidated 
excess  tax  paid  carryovers  and  carry¬ 
backs  to  the  taxable  year  under  section 
904(d)  for  taxes  paid  or  accrued  to  such 
coimtry  or  possession  with  respect  to  in¬ 
terest  income. 

(2)  Limitation.  The  credit  allowable 
imder  subparagraph  (1)  of  this  para¬ 
graph  for  taxes  paid  or  accrued  to  any 
foreign  coimtry  or  any  possession  shall 
not  exceed  an  amount  which  bears  the 
same  ratio  to  the  total  tax  of  the  affiliated 
group  against  which  the  credit  is  taken 
as  the  consolidated  taxable  interest  in- 
cmne  of  the  group  from  sources  within 
such  country  or  possession  (but  not  in 
excess  of  the  entire  consolidated  taxable 
income  of  the  group)  bears  to  the  entire 
consolidated  taxable  income.  The 
amoimt  computed  under  the  preceding 
sentence  shall  be  increased  as  provided  in 
section  960(b) .  where  applicable. 

(3)  Consolidated  excess  tax  paid 
carryovers.  The  consolidated  excess  tax 
paid  carryovers  to  the  current  taxable 
year  for  taxes  paid  or  accrued  to  any 
foreign  country  or  any  prossession  with 
respect  to  Interest  income  shall  consist 
of— 

(i)  The  consolidated  excess  tax  paid, 
with  respect  to  such  income,  to  such 
country  or  possession  for  the  five  pre¬ 
ceding  taxable  years  to  the  extent  that 
such  consolidated  excess  tax  paid  for 
any  such  preceding  taxable  year  was  not 
attributable  to  a  corporation  making  a 
separate  return  or  Joining  In  a  consoli¬ 
dated  return  filed  by  another  affiliated 
group  for  the  current  taxable  year  and 
was  not  absorbed  pursuant  to  section 
904(d)  in  years  preceding  the  current 
taxable  year  (whether  or  not  taken  as  a 
credit),  and 

with  respect  to  the  excess  tax  paid,  with 
respect  to  interest  income,  by  a  corpora¬ 
tion  In  a  taxable  year  for  which  a  sepa¬ 
rate  return  was  filed,  or  for  which  such 
corporation  Joined  in  a  consolidated  re- 
tium  filed  by  another  affiliated  group. 


but  subject  to  the  limitation  prescribed 
in  paragraph  (g)  of  this  section— 

(ii)  The  amount  of  such  excess  tax 
paid  by  such  corporation  to  such  country 
or  possession  for  the  five  preceding  tax¬ 
able  years  to  the  extent  that  such  ex¬ 
cess  tax  paid  for  any  such  preceding 
taxable  year  was  not  absorbed  pursuant 
to  section  904(d)  in  years  preceding  the 
current  taxable  year  (whether  or  not 
taken  as  a  credit) . 

(4)  Consolidated  excess  tax  paid 
carrybacks.  The  consolidated  excess 
tax  paid  carrybacks  to  the  current  tax¬ 
able  year  for  taxes  paid  or  accrued  to 
any  foreign  country  or  any  possession 
with  respect  to  interest  income  shall  con¬ 
sist  of — 

(i)  The  consolidated  excess  tax  paid, 
with  respect  to  such  income,  to  such 
country  or  possession  for  the  first  suc¬ 
ceeding  taxable  year  (to  the  extent  not 
attributable  to  a  corporation  making  a 
separate  return  or  Joining  in  a  consoli¬ 
dated  return  filed  by  another  affiliated 
group  for  the  current  taxable  year)  re¬ 
duced  to  the  extent  absorbed  pursuant 
to  section  904(d)  in  the  first  preceding 
taxable  year  (whether  or  not  taken  as  a 
credit),  and 

(ii)  The  consolidated  excess  tax  paid, 
with  respect  to  such  income,  to  such 
country  or  possession  for  the  second  suc¬ 
ceeding  taxable  year  (to  the  extent  not 
attributable  to  a  corporation  making  a 
separate  return  or  Joining  in  a  consoli¬ 
dated  return  filed  by  another  affiliated 
group  for  the  current  taxable  year) ,  and 
with  respiect  to  the  excess  tax  paid,  with 
respect  to  interest  income,  to  such  coun¬ 
try  or  possession  by  a  corporation  which, 
for  either  of  the  two  succeeding  taxable 
years,  files  a  separate  return  or  Joins  in 
a  consolidated  return  filed  by  another 
affiliated  group,  but  subject  to  the  limita¬ 
tion  prescribed  in  paragraph  (g)  of  this 
section — 

(iii)  The  amount  of  such  excess  tax 
paid  by  such  corporation  for  the  first 
succeeding  taxable  year  reduced  to  the 
extent  absorbed  pursuant  to  section 
904(d)  by  such  corporation  for  the  first 
preceding  taxable  year  (whether  or  not 
taken  as  a  credit),  or  If  the  income  of 
such  corporation  is  included  In  a  con¬ 
solidated  return  for  the  first  preceding 
taxable  year,  reduced  to  the  extent  ab¬ 
sorbed  pursuant  to  section  904(d)  by 
such  consolidated  return  (whether  or  ncvt 
taken  as  a  credit) .  and 

(Iv)  The  amount  of  such  excess  tax 
paid  by  such  corporation  for  the  second 
succeeding  taxable  year. 

(5)  Transitional  rules  for  carrybacks 
and  carryovers.  (1)  If  the  total  excess 
tax  paid  (consolidated  or  separate)  to 
any  foreign  country  or  any  possession  for 
a  taxable  year  beginning  on  or  before 
October  16,  1962,  is  a  carryover  to  a  tax¬ 
able  year  beginning  after  such  date,  then 
(a)  the  portion  of  such  carryover  attrib¬ 
utable  to  taxes  paid  or  accrued  with  re¬ 
spect  to  Interest  Income  shall  be  an 
amount  equal  to  such  carryover  multi¬ 
plied  by  the  ratio  which  the  taxes  paid 
or  accrued  to  such  foreign  country  or 
possession  for  such  year  beginning  after 
October  16. 1962,  with  respect  to  interest 
income,  bears  to  the  total  amount  of  the 
taxes  paid  or  accrued  to  such  foreign 
country  or  possession  for  such  year,  and 
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(b)  the  portion  of  such  carryover  attrib¬ 
utable  to  taxes  paid  or  accrued  with 
respect  to  income  other  than  Interest 
income  shall  be  an  amoimt  equal  to  such 
carryover  multiplied  by  the  ratio  which 
the  taxes  paid  or  accrued  to  such  foreign 
country  or  possession  for  such  year  be¬ 
ginning  after  October  16,  1962,  with  re¬ 
spect  to  income  other  than  interest  in- 
c(xne,  bears  to  the  total  amount  of  the 
taxes  paid  or  accrued  to  such  foreign 
country  or  possession  for  such  year. 

(ii)  The  amount  of  the  total  excess  tax 
paid  (consolidated  or  separate)  to  any 
foreign  country  or  any  possession  for  a 
taxable  year  beginning  after  October  16, 
1962,  which  is  a  carryback  to  a  taxable 
year  beginning  on  or  before  such  date 
Khftii  be  determined  without  regard  to 
the  provisions  of  this  paragraph. 

(e)  Consolidated  excess  tax  paid — 
(1)  Income  other  than  interest  income. 
The  consolidated  excess  tax  paid  to  any 
foreign  coimtry  or  any  possession  (or  to 
all  foreign  coimtrles  and  possessions  if 
the  overall  limitation  provided  In  sec¬ 
tion  904(a)(2)  applies)  for  any  taxable 
year  with  respect  to  income  other  than 
interest  income  is  the  excess  of  the  ag¬ 
gregate  of  the  taxes  paid  or  accrued  by 
the  several  members  of  the  afBliated 
group  to  such  country  or  possession  (or 
to  all  foreign  countries  and  possessions 
if  the  overall  limitation  applies)  with  re¬ 
spect  to  income  other  than  interest  in¬ 
come  over  the  applicable  limitation  pro¬ 
vided  in  section  904(a)  (1)  or  (2) 
(increased  to  the  extent  provided  in  sec¬ 
tion  960(b) ) .  However,  there  is  no  con¬ 
solidated  excess  tax  paid  for  a  taxable 
year  in  which  the  afldliated  group  takes 
a  deduction  under  section  164  for  such 
taxes  paid  or  accrued  to  a  foreign  coun¬ 
try  or  possession. 

(2)  Interest  income.  The  consoli¬ 
dated  excess  tax  paid  to  any  foreign 
country  or  any  possession  for  any  tax¬ 
able  year  with  respect  to  interest  incmne 
is  the  excess  of  the  aggregate  of  the  taxes 
paid  or  accrued  by  the  several  members 
of  the  affiliated  group  to  such  coimtry  or 
possession  with  respect  to  Interest  in¬ 
come  over  the  limitation  provided  in  sec¬ 
tion  904(a)  (1)  (increased  to  the  extent 
provided  in  section  960  (b) ) .  However, 
there  is  no  consolidated  excess  tax  paid 
tar  a  taxable  year  in  which  the  affiliated 
group  takes  a  deduction  under  section 
164  for  such  taxes  paid  or  accrued  to  a 
foreign  country  or  possession. 

(f)  Excess  tax  paid — (1)  Income  other 
than  interest  income.  The  excess  tax 
paid  to  any  foreign  country  or  any  pos¬ 
session  (or  to  all  foreign  countries  and 
possessions  if  the  overall  limitation  pro¬ 
vided  in  section  904(a)(2)  applies)  with 
respect  to  income  other  than  interest  in¬ 
come,  by  a  corporation  for  any  taxable 
year  for  which  a  separate  return  is  filed. 
Is  the  excess  of  the  taxes  paid  or  accrued 
by  the  corporation  to  such  country  or 
possession  (or  to  all  foreign  countries 
and  possessions  if  the  overall  limitation 
applies)  with  respect  to  inccune  other 
than  interest  income  over  the  applicable 
limitation  provided  in  section  904(a)  (1) 
or  (2)  (increased  to  the  extent  provided 
in  section  960(b) ) .  However,  there  is  no 


excess  tax  paid  for  a  taxable  year  in 
which  the  corporation  takes  a  deduction 
under  section  164  for  such  taxes  paid  or 
accrued  to  a  foreign  coimtry  or  posses¬ 
sion. 

(2)  Interest  income.  The  excess  tax 
paid  to  any  foreign  country  or  any  pos¬ 
session  with  respect  to  interest  income, 
by  a  corporation  for  any  taxable  year 
for  which  a  separate  return  is  filed,  is  the 
excess  of  the  taxes  paid  or  accrued  by 
the  corporation  to  such  country  or  pos¬ 
session  with  respect  to  interest  Income 
over  the  limitation  provided  in  section 
904(a)  (1)  (increased  to  the  extent  pro¬ 
vided  in  section  960(b)).  However, 
there  is  no  excess  tax  paid  for  a  taxable 
year  in  which  the  corporation  takes  a 
deduction  under  section  164  for  such 
taxes  paid  or  accrued  to  a  foreign  coun¬ 
try  or  possession. 

(g)  Limitation  on  credit  for  carry¬ 
overs  and  carrybacks  of  excess  tax  paid 
from  separate  return  years.  In  no  case 
shall  there  be  included  in  the  credit  for 
taxes  paid  or  accrued  to  any  foreigm 
country  or  any  possession  for  the  taxable 
year  as  consolidated  excess  tax  iMdd 
carryovers  under  paragraphs  (b)  (3)  (11) , 
(c)  (3)  (ii) ,  and  (d)  (3)  (ii)  of  this  section 
(relating  to  excess  tax  paid  by  a  corpora¬ 
tion  in  years  for  which  separate  returns 
were  filed,  or  for  which  such  corporation 
joined  in  a  consolidated  return  filed  by 
another  affiliated  group)  and  as  con¬ 
solidated  excess  tax  paid  carrybacks  un¬ 
der  paragraphs  (b)(4)  (iii)  and  (iv), 
(c)(4)  (iii)  and  (iv).  and  (d)(4)  (ill) 
and  (iv)  of  this  section  (relating  to  ex¬ 
cess  tax  paid  by  a  corporation  which  for 
either  of  the  two  succeeding  taxable 
years  files  a  separate  return  or  Joins  in 
a  consolidated  return  filed  by  another 
affiliated  group) ,  an  amount  exceeding  in 
the  aggregate  that  which  would  be  al¬ 
lowed  as  a  credit  for  a  carryover  or 
carryback  to  such  corporation  if  it  had 
filed  a  separate  return  for  such  taxable 
year. 

(h)  Apportionment  of  consolidated 
excess  tax  paid.  If  ap  affiliated  group 
filing  a  consolidated  return  has  a  consoli¬ 
dated  excess  tax  paid  with  resiiect  to  any 
foreign  coimtry  or  any  possession  (or 
with  respect  to  all  foreign  countries  and 
possessions  if  the  overall  limitation  ap¬ 
plies)  for  the  taxable  year  attributable 
to  income  other  than  interest  income, 
or  has  a  consolidated  excess  tax  paid 
with  respect  to  any  foreign  country  or 
any  possession  attributable  to  interest 
income,  and  if  there  are  included  as 
members  of  such  group  one  or  more  cor¬ 
porations  which  make  separate  returns 
(or  Join  in  a  consolidated  return  filed  by 
another  affiliated  group)  for  any  of  the 
two  preceding  or  five  succeeding  taxable 
years,  the  portion  of  each  such  consoli¬ 
dated  excess  tax  paid  attributable  to 
such  corporations  severally  shall  be  de¬ 
termined.  The  portion  of  each  such 
consolidated  excess  tax  paid  in  the  case 
of  any  such  corporation  shall  be  the 
amount  which  bears  the  same  ratio  to 
such  consolidated  excess  tax  paid  as  the 
tax  paid  or  accrued  by  such  corporation 
to  such  foreign  country  or  possession  (or 
to  all  foreign  countries  and  possessions  If 
the  overall  limitation  aiH>lies)  with  re¬ 


spect  to  income  other  than  interest  in¬ 
come,  or  to  such  foreign  country  or  pos¬ 
session  with  respect  to  interest  income, 
as  the  case  may  be,  bears  to  the  total  tax 
paid  or  accrued  by  the  affiliated  group 
to  such  foreign  country  or  possession  (or 
to  all  foreign  countries  and  possessions 
if  the  overall  limitation  applies)  with  re¬ 
spect  to  income  other  than  interest  in¬ 
come,  or  to  such  foreign  country  or  pos¬ 
session  with  respect  to  interest  income, 
as  the  case  may  be. 

(I)  [Reserved] 

(J)  Consolidated  excess  tax  paid  be¬ 
fore  or  after  consolidated  return  period. 
The  consolidated  excess  tax  paid  by  an 
affiliated  group  to  any  foreign  country 
or  any  possession  (or  with  respect  to  all 
foreign  countries  and  possessions  if  the 
overall  limitation  applies)  with  respect 
to  income  other  than  interest  income,  or 
to  any  foreign  country  or  any  possession 
with  respect  to  interest  income,  as  the 
case  may  be,  shall  be  used  in  cmnputing 
the  consolidated  excess  tax  paid  carry¬ 
over  and  carryback  of  the  group  not¬ 
withstanding  that  one  or  more  corpora¬ 
tions  which  were  members  of  the  group 
in  the  taxable  year  in  which  such  con¬ 
solidated  excess  tax  paid  originates  make 
separate  returns  (or  Join  in  a  consoli¬ 
dated  return  made  by  another  affiliated 
group)  for  a  subsequent  taxable  year  (or, 
in  the  case  of  a  canyback,  for  a  preced¬ 
ing  taxable  year)  but  only  to  the  extent 
that  such  consolidated  excess  tax  paid  is 
not  attributable  to  such  corporation. 
Such  portion  of  such  consolidated  ex¬ 
cess  tax  paid  as  is  attributable  to  the 
several  corporations  making  separate 
returns  (or  Joining  in  a  consolidated  re¬ 
turn  made  by  another  afffiiated  group) 
for  a  subsequent  taxable  year  (or,  in  the 
case  of  a  carryback,  for  a  preceding  tax¬ 
able  year)  reduced  to  the  extent  ab¬ 
sorbed  in  earlier  years  shall  be  used  by 
such  corporations  severally  as  carry¬ 
overs  or  as  carrybacks  in  such  separate 
returns  or  in  such  consolidated  returns 
of  another  affiliated  group.  Any  excess 
tax  paid  by  a  corporation  prior  to  the 
first  taxable  year  in  which  its  Income  is 
included  in  the  consolidated  return  of 
the  group  (or  paid  in  either  of  the  two 
years  immediately  following  a  consoli¬ 
dated  return  year)  may  be  used  in  com¬ 
puting  the  carryover  or  carryback  of 
such  corporation  (or  of  another  affiliated 
group  of  which  it  becranes  a  member) 
for  a  subsequent  taxable  year  for  which 
it  makes  a  separate  return  or  Joins  in 
the  consolidated  return  of  another  affili¬ 
ated  group,  but  only  to  the  extent  that 
such  excess  tax  paid  was  not  absorbed 
(either  as  a  carryover  or  as  a  carryback) . 

(k)  Limitation  effective  under  section 
904(a).  The  determination  of  whether 
the  overall  limitation  or  the  per-country 
limitation  iq>plies  during  a  consolidated 
return  period  shall  be  made  by  reference 
to  the  limitation  effective  with  respect  to 
the  common  parent  corporation  for  such 
period.  An  election  made  by  the  com¬ 
mon  parent  for  a  year  for  which  it  filed 
a  separate  return  may  be  changed  or 
reveled  during  a  consolidated  return 
period  only  in  accordance  with  the  pro¬ 
visions  of  section  904(b) .  If  the  limita¬ 
tion  effective  with  respect  to  any  affiliate 
for  a  taxable  year  (immediately  pieced- 
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lug  the  consolidated  return  period)  for 
which  it  filed  a  separate  return  (or 
joined  in  a  consolidated  retxim  filed  by 
another  affiliated  group)  differs  from  the 
limitation  effective  with  respect  to  the 
common  parent  corporation  for  the  con¬ 
solidated  return  period,  then  such  affili¬ 
ate  shall,  if  the  overall  limitation  is 
effective  with  respect  to  the  common  par¬ 
ent,  be  deemed  to  have  made  an  election 
to  use  such  overall  limitation,  or,  if  the 
per-country  limitation  is  effective  with 
respect  to  the  common  parent,  be  deemed 
to  have  revoked  its  election  to  use  the 
overall  limitation.  Consent  of  the  Sec¬ 
retary  or  his  delegate  is  hereby  given 
to  such  affiliate  for  such  election  or  rev¬ 
ocation.  Any  such  election  or  revoca¬ 
tion  shall  apply  only  prospectively 
beginning  with  such  consolidated  return 
period.  The  limitation  effective  with 
respect  to  an  affliate  for  the  consoli¬ 
dated  return  period  immediately  preced¬ 
ing  a  year  for  which  it  does  not  Join  in 
the  filing  of  the  consolidated  return 
shall,  except  to  the  extent  otherwise  pro¬ 
vided  in  this  paragraph,  remain  in  effect 
for  such  subsequent  year  in  accordance 
with  the  provisions  of  section  904(b) . 

(1)  Carryovers  or  carrybacks  from 
overall  year  to  per-country  year,  and 
vice  versa.  (1)  The  excess  tax  paid 
(whether  consolidated  or  separate)  to 
any  foreign  country  or  any  possession  of 
the  United  States  with  respect  to  ln> 
come  otiier  than  interest  income,  in  a 
taxable  year  for  which  the  per-country 
limitation  under  section  904(a)(1)  ap¬ 
plies.  may  not  be  carried  to  a  taxable 
year  for  which  the  overall  limitation 
under  section  904(a)  (2)  applies. 

(2)  The  excess  tax  paid  (whether  con¬ 
solidated  or  separate)  to  all  foreign 
countries  and  possessions  with  respect 
to  income  other  than  interest  income,  in 
a  taxable  year  for  which  the  overall 
limitation  applies,  may  not  be  carried  to 
a  taxable  year  for  which  the  per-coxmtry 
limitation  applies. 

(3)  Subject  to  the  provisions  of  sec¬ 
tion  904(f)  (3)  and  the  regiilations 
thereunder,  the  excess  tax  paid  (whether 
consolidated  or  separate)  to  any  foreign 
coimtry  or  any  possession  with  respect 
to  interest  Income  may  be  carried  to  a 
taxable  year  for  which  the  overall  limita¬ 
tion  applies  in  respect  of  taxes  paid  or 
accrued  with  respect  to  income  other 
than  Interest  income. 

§  1.1502— 44A  Methods  of  accounting. 

(a)  In  general.  All  members  of  the 
affiliated  group  shall  adopt  that  method 
of  accounting  which  clearly  refiects  the 
consolidated  taxable  income.  A  method 
of  accounting  which  does  not  treat  with 
reasonable  consistency  all  items  of  gross 
Income  and  deductions  of  the  various 
members  of  the  group  shall  not  be  re¬ 
garded  as  clearly  refiecting  the  consol¬ 
idated  taxable  income.  For  example, 
one  member  of  the  group  will  not  be 
permitted  to  report  items  of  income  or 
deductions  on  the  cash  method  of  ac- 
coimting  while  another  member  of  the 
same  group  reports  the  same  or  similar 
items  on  the  accrual  method.  The  pro¬ 
visions  of  this  paragraph  are  subject  to 
the  exceptions  stated  in  paragraph  (b) 
of  this  section. 


(b)  Combination  of  methods.  If  the 
members  of  an  affiliated  group  have  es¬ 
tablished  different  methods  of  account¬ 
ing.  each  member  may  retain  such 
method  with  the  consent  of  the  Com¬ 
missioner:  Provided.  That  the  consoli¬ 
dated  taxable  income  is  clearly  refiected: 
And  provided  further.  That  intercom¬ 
pany  transactions  affecting  such  con¬ 
solidated  taxable  income  shall  be  elimi¬ 
nated  and  adjustments  on  accoimt  of 
such  transactions  shall  be  made  with 
reference  to  a  uniform  method  of  ac¬ 
counting  to  be  selected  by  the  members 
of  the  group  with  the  consent  of  the 
Commissioner. 

(c)  Adjustments  required  by  changes 
in  method  of  accounting.  In  any  case  in 
which  a  member  of  an  affiliated  group 
changes  its  method  of  accounting  the 
provisions  of  section  481  (a)  shall  be 
applicable. 

§  1.1502— 45A  Mine  exploration  expend¬ 
itures. 

For  the  purpose  of  appljrlng  the 
limitation  provided  in  section  615  (c) 
(whether  during  a  consolidated  return 
period  or  during  a  period  for  which  a 
separate  return  is  made),  if  during  a 
preceding  taxable  year  for  which  a  con¬ 
solidated  return  was  made  or  was  re¬ 
quired  to  be  made  any  member  of  the 
affiliated  group  for  such  preceding  tax¬ 
able  year  was  allowed  the  deduction  pro¬ 
vided  in  section  615  (a)  or  made  the 
election  provided  in  section  615  (b).  each 
member  of  the  affiliated  group  for  such 
preceding  taxable  year  shall  be  deemed 
to  have  been  allowed  such  deduction  or 
to  have  made  such  election,  as  the  case 
may  be. 

§  1.1502— 46A  Depreciation. 

In  the  computation  of  the  deduction 
for  depreciation  under  section  167,  prop¬ 
erty  received  by  one  member  of  the  group 
from  another  member  of  the  group  dur¬ 
ing  a  consolidated  return  period,  shall 
be  treated  in  the  same  manner  as  it 
could  be  treated  if  it  were  held  by  the 
transferor. 

§  1.1502-^7A  Electi<m  to  deduct  ac¬ 
crued  taxes. 

If  all  members  of  the  affiliated  group 
were  taxpayers  which,  for  each  tax¬ 
able  year  in  which  they  were  subject 
to  the  tax  imposed  by  section  500  of  the 
Internal  Revenue  Code  of  1939  deducted 
Federal  income  and  excess  profits  taxes 
when  paid  for  the  purpose  of  computing 
subchapter  A  net  income  under  such 
Code,  the  affiliated  group  shall,  if  the  tax 
liability  tmder  section  541  is  computed 
upon  the  consolidated  undistributed  per¬ 
sonal  holding  company  income,  deduct 
taxes  under  section  545  when  paid  unless 
a  member  of  the  common  affiliated  group 
elects  in  its  return  or  the  common  parent 
elects  in  a  consolidated  return  for  the 
group  of  which  it  is  the  common  parent 
for  a  taxable  year  ending  after  June  30. 
1954,  to  deduct  the  taxes  described  in 
section  545,  when  accrued.  In  any  case 
in  which  the  common  parent  corporation 
or  any  member  of  the  affiliated  group 
has.  prior  to  the  taxable  year,  elected  to 
deduct  such  taxes  when  accrued,  each 
member  of  the  group  shall  be  deemed  to 
have  so  elected  in  the  first  year  there¬ 


after  in  which  its  income  is  included  in 
the  consolidated  personal  holding  com¬ 
pany  income.  If  an  election  is  made  by 
the  common  parent  corporation  with  re¬ 
spect  to  a  year  for  which  the  tax  liability 
under  section  541  is  computed  upon  the 
consolidated  undistributed  personal 
holding  company  income,  each  member 
of  the  group  shall  be  deemed  to  have 
made  such  election  in  such  year.  A^ 
such  election  made  or  deemed  to  have 
been  made  shall  be  applicable  to  each 
member  of  the  group  for  the  taxable  year 
for  which  the  election  is  made  and  for 
all  subsequent  taxable  years.  Any  elec¬ 
tion  so  made  shall  be  irrevocable. 

§  1.1502— 4SA  Liability  for  tax  under 
section  531. 

In  any  case  in  which  an  affiliated 
group  computes  the  tax  liability  under 
section  541,  upon  the  consolidated  un¬ 
distributed  personal  holding  company 
income,  the  tax  imposed  by  section  531 
shall  not  be  applicable. 

§  1.1502— 49A  Additions  to  tax  for  fail- 
ure  to  pay  estimated  tax. 

(a)  Except  in  the  case  of  an  affiliated 
group  described  in  paragraph  (b)  of  this 
section,  any  addition  to  the  tax  unda 
section  6655  for  underpayment  of  esti¬ 
mated  tax  of  a  member  of  an  affiliated 
group  which  files  a  consolidated  return 
for  the  taxable  year  shall  be  determined 
by  allocating  the  tax  shown  on  the  con¬ 
solidated  return  to  the  several  members 
of  the  group  by  any  of  the  methods  pro¬ 
vided  in  paragraph  (a)  of  S  1.1552-1  se¬ 
lected  by  the  common  parent  corporation 
for  the  taxable  year,  without  regard  to 
the  method  elected  imder  section  1552. 
If  the  group  would  use  the  method 
of  allocation  authorized  by  paragraph 
(a)  (4)  of  §  1.1552-1.  it  must  be  ffie 
method  elected  by  the  group  with  the 
approval  of  the  Commissioner  for  the 
purpose  of  determining  earnings  and 
profits.  In  the  application  of  section 
6655  (d)  (1)  with  respect  to  a  mem¬ 
ber  of  the  group  which  was  included 
in  a  consolidated  return  for  the  preced¬ 
ing  taxable  year,  whether  or  not  such 
member  is  included  in  a  consolidated 
return  for  the  taxable  year,  the  “tax 
shown  on  the  return”  for  the  preceding 
taxable  year  shall  be  the  portion  of  the 
tax  shown  on  such  consolidated  return 
determined  by  allocating  such  tax  to  the 
several  members  of  the  group  by  the  pro¬ 
cedure  described  above.  In  the  applica¬ 
tion  of  section  6655  (d)  (2)  if  the 
corporation  was  included  in  a  consoli¬ 
dated  return  for  the  preceding  taxable 
year,  the  ‘‘facts  shown  on  the  return" 
shall  be  the  facts  shown  on  the  consoli¬ 
dated  return  of  the  group  (whether  of 
this  or  another  affiliated  group)  for  the 
preceding  taxable  year  attributable  to 
such  corporation. 

(b)  In  the  case  of  an  affiliated  group 
which  has  filed  pursuant  to  the  pro¬ 
visions  of  paragraph  (c)  (2)  of  S  1.1502- 
lOA  a  declaration  of  estimated  tax  for  the 
taxable  year  for  which  a  consolidated 
return  is  filed,  any  addition  to  the  tax 
provided  by  section  6655  shall  be  deter¬ 
mined  by  reference  to  the  pasrments  made 
on  such  declaration  and  to  the  tax  shown 
on  the  consolidated  return. 
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(c)  In  the  application  of  section  6655 
(d)  (1)  with  respect  to  the  afBliated 
group  described  in  paragraph  (b)  of  this 
sMtion,  the  “tax  shown  on  the  return’* 
(hall  be  - 

(1)  If  the  group  filed  a  consolidated 
return  for  the  preceding  taxable  year, 
the  tax  shown  on  such  return,  or 

(2)  If  the  group  did  not  ffle  a  con¬ 
solidated  return  for  the  preceding  tax¬ 
able  year,  the  aggregate  of  the  taxes 
of  the  several  members  of  the  group 
shown  on  any  separate  returns  of  such 
corporations  for  the  preceding  taxable 
year,  plus  the  tax  shown  on  a  consoli¬ 
dated  return  for  the  preceding  taxable 
year  attributable  to  any  member  of  the 
group  which  Joined  in  a  consolidated 
return  with  another  aflUiated  group  for 
such  preceding  taxable  year.  The  tax 
attributable  to  any  such  corporation 
which  Joined  in  a  consolidated  return 
■fhftii  be  determined  by  allocating  the 
tax  shown  on  such  consolidated  return 
in  accordance  with  the  procedure  de¬ 
scribed  in  paragraph  (a)  of  this  section. 

(d)  In  the  application  of  section  6655 
(d)  (2)  with  respect  to  the  aflUiated 
group  described  in  paragraph  (b)  of  this 
section,  the  “facts  shown  on  the  return” 
shall  be — 

(1)  If  the  group  filed  a  consolidated 
rehim  for  the  preceding  taxable  year, 
the  facts  shown  on  such  return,  or 

(2)  If  the  group  did  not  file  a  consol¬ 
idated  return  for  the  preceding  taxable 
year,  the  facts  shown  on  the  separate  re¬ 
turns  of  the  members  of  the  afiUiated 
group  for  the  preceding  taxable  year  to¬ 
gether  with  the  facts  shown  on  a  con¬ 
solidated  return  for  the  preceding  tax¬ 
able  year  attributable  to  any  member  of 
the  group  which  Joined  in  a  consolidated 
return  with  another  affiliated  group  for 
such  preceding  taxable  year. 

§  1.1502— 50A  Gain  on  sale  of  bonds  and 
other  evidences  of  indebtedness. 

In  the  appUcation  of  section  1232(a), 
if  one  member  of  the  affiliated  group 
acquires  a  bond  or  other  evidence  of  in¬ 
debtedness  from  another  member  of  the 
affiliated  group  during  a  consolidated 
return  period,  the  determination  of  the 
amount  which  is  treated  as  gain  from  the 
sale  or  exchange  of  property  which  is  not 
a  capital  asset  shall  be  made  by  includ¬ 
ing  in  the  period  of  time  driring  which 
such  bond  or  other  evidence  of  indebted¬ 
ness  was  held,  the  period  of  time  during 
which  it  was  held  by  any  other  corpora¬ 
tion  which  transferred  it  in  a  transac¬ 
tion  to  which  paragraph  (b)  (1)  (i)  of 
1 1.1502-31A  (or  the  corresponding 
provision  of  prior  consolidated  re¬ 
turns  regulations)  is  applicable  without 
regard  to  any  period  of  time  before  the 
last  sale  or  exchange  of  such  Instnunent 
to  which  such  section  is  not  applicable. 
In  the  application  of  section  1232(c),  if 
a  bond  or  other  evidence  of  Indebtedness 
was  acquired  from  another  member  of  an 
affiliated  group  during  a  consolidated  re¬ 
turn  period,  then  the  bond  or  other  evi¬ 
dence  of  indebtedness  shall  be  deemed  to 
have  been  purchased  at  the  time  of,  and 
as  having  a  market  value  with  coupons 
attached,  determined  by  reference  to  the 
earliest  date  of  purchase  by  any  other 
corporation  which  transferred  it  in  a 
transaction  to  which  paragraph  (b)  (1) 


(i)  of  §  1.1502-31A  (or  the  correspond¬ 
ing  provision  of  prior  consolidated  re¬ 
turns  regffiatlons)  is  ^plicable  without 
regard  to  any  purchase  prior  to  the  last 
purchase  to  which  such  section  is  not 
applicable. 

§  1.1502— 51A  Credit  for  investment  in 
certain  depreciable  property. 

(a)  Determination  of  amount  of  con¬ 
solidated  credit — (1)  In  general.  Except 
as  otherwise  provided  in  this  section, 
the  amount  of  the  consolidated  credit 
allowed  by  section  38  for  the  taxable 
year  is  the  aggregate  amoimt  of  the 
"credit  earned"  for  such  year  of  the 
several  members  of  the  affiliated  group. 
Such  amoimt  shall  be  referred  to  in  this 
section  as  the  “consolidated  credit 
earned”.  The  “credit  earned”  of  each 
member  of  the  affiliated  group  is  an 
amount  equal  to  7  percent  of  such  mem¬ 
ber’s  qualified  investment  (determined 
under  section  46(c) ) . 

(2)  Consolidated  limitation  based  on 
amount  of  tax.  (i)  Notwithstanding 
the  amount  of  the  consolidated  credit 
earned  for  the  taxable  year,  the  con¬ 
solidated  credit  allowed  by  section  38  to 
the  group  for  the  taxable  year  is  limited 
to — 

(a)  So  much  of  the  consolidated  lia¬ 
bility  for  tax  as  does  not  exceed  $25,000, 
plus 

(b)  25  percent  of  the  consolidated 
liability  for  tax  in  excess  of  $25,000. 

The  $25,000  amount  referred  to  in  (a) 
and  (b)  of  the  preceding  sentence  shall 
be  reduced  by  any  part  of  such  $25,000 
amount  apportioned,  under  section 
46(a)(5),  to  members  of  the  affiliated 
group  (as  defined  in  section  46(a)(5)) 
which  do  not  Join  in  the  filing  of  the 
consolidated  return.  The  amount  de¬ 
termined  under  this  subparagraph  shall 
be  referred  to  in  this  section  as  the 
“consolidated  limitation  based  on 
amount  of  tax”. 

(ii)  If  an  organization  to  which  sec¬ 
tion  593  applies  or  a  cooperative  orga¬ 
nization  described  in  section  1381(a) 
Joins  in  the  filing  of  ttie  consolidated 
return,  the  $25,000  amount  referred  to 
in  subdivision  (i)  (a)  and  (b)  of  this 
subparagraph  (or  such  $25,000  amount 
reduced  by  any  part  of  such  amount 
apportioned  to  members  of  the  affiliated 
group  which  do  not  Join  in  the  filing 
of  the  consolidated  return)  shall  be  ap¬ 
portioned  equally  among  the  members 
of  the  affiliated  group  filing  the  c(msoli- 
dated  return.  The  portion  of  such 
$25,000  amount  (or  siuffi  reduced 
amount)  so  apportioned  equally  to  any 
such  organization  shall  then  be  decreased 
to  the  ratable  share  of  such  portion  in 
accordance  with  the  provisions  of  sec¬ 
tion  46(d).  Finally,  for  purposes  of 
computing  the  consolidated  limitation 
based  on  amount  of  tax  under  sub¬ 
division  (i)  (a)  and  (b)  of  this  sub- 
paragraph,  the  sum  of  aU  such  equal 
portions  (as  decreased  under  section  46 
(d).  where  applicable)  of  each  member 
of  the  affiliated  group  filing  the  consoli¬ 
dated  return  shall  be  substituted  for  the 
$25,000  amount  referred  to  in  subdivision 
(i)  (a)  and  (b)  of  this  subparagraph. 

(3)  Consolidated  UabiUty  for  tax.  *For 
purposes  of  this  section,  the  consolidated 


liability  for  tax  shall  be  the  income  tax 
imposed  for  the  taxable  year  iqwn  the 
group  by  chapter  1  of  the  Code  (includ¬ 
ing  the  2-percent  tax  on  consolidated 
taxable  Income),  reduced  by  the  credit 
allowable  under  section  33  (relating  to 
taxes  of  foreign  countries  and  posses¬ 
sions  of  the  United  States).  The  tax 
imposed  by  section  531  (relating  to  im- 
po^tion  of  accumulated  earnings  tax) 
or  by  section  541  (relating  to  imposition 
of  personal  holding  company  tax)  shall 
not  be  considered  tax  imposed  by  chap¬ 
ter  1  of  the  Code.  In  addition,  any  in¬ 
crease  in  tax  resulting  from  t^e  appli¬ 
cation  of  section  47  (relating  to  certain 
dispositions,  etc.,  of  section  38  property) 
shall  not  be  treated  as  tax  imposed  by 
chapter  1  for  purposes  of  computing  the 
consolidated  liability  for  tax. 

(b)  Carryback  and  carryover  of  con¬ 
solidated  unused  credit — (1)  Allowance 
of  consolidated  unused  credit  as  carry¬ 
back  or  carryover,  (i)  A  "consolidate 
unused  credit”  is  the  excess  of  the  con¬ 
solidated  credit  earned  for  the  taxable 
year  over  the  consolidated  limitation 
based  on  amount  of  tax  for  such  taxable 
year.  Subject  to  the  limitations  con¬ 
tained  in  subparagraphs  (2)  and  (9)  (i) 
of  this  paragraph,  a  consolidated  unused 
credit  shall  be  added  to  the  amount  al¬ 
lowable  as  a  credit  under  section  38  for 
the  years  to  which  the  consolidated  un¬ 
used  credit  can  be  carried.  The  year 
with  respect  to  which  a  consolidated  im- 
used  credit  arises  shall  be  referred  to  in 
this  section  as  the  “consolidated  unused 
credit  year”. 

(11)  A  consolidated  unused  credit  shall 
be  an  investment  credit  carryback  to 
each  of  the  3  taxable  years  preceding 
the  consolidated  unused  credit  year  and 
shall  be  an  Investment  credit  carryover 
to  each  of  the  5  taxable  years  succeed¬ 
ing  the  consolidated  unused  credit  year, 
except  that  a  consolidated  imused  creffit 
shall  be  a  carryback  only  to  taxable  years 
ending  after  December  31, 1961.  A  con¬ 
solidated  unused  credit  must  be  carried 
first  to  the  earliest  of  the  8  taxable 
years  to  which  it  may  be  carried,  and 
then  to  each  of  the  other  7  tuTithin 
years  (in  order  of  time)  to  the  extent 
that  the  consolidated  unused  credit  may 
not  be  added  (because  of  the  limitation 
contained  in  paragraph  (a)(2)  of  this 
section)  to  the  amount  allowable  as  a 
credit  under  section  38  for  a  prior  taxable 
year. 

(2)  Limitation  on  allowance  of  con¬ 
solidated  investment  credit  carryback  or 
carryover.  The  amount  of  the  consoli¬ 
dated  investment  credit  carryback  or 
carryover  from  any  particular  unused 
credit  year  which  may  be  added  to  the 
amount  allowable  as  a  credit  imder  sec¬ 
tion  38  for  any  of  the  3  preceding  or  5 
succeeding  taxable  years  to  which  such 
credit  msiy  be  carried  shall  not  exceed  the 
amount  which  the  consolidated  lim¬ 
itation  based  on  amount  of  tax  for  such 
preceding  or  succeeding  taxable  year  ex¬ 
ceeds  the  sum  of  (1)  the  consolidated 
credit  earned  for  such  preceding  or  suc¬ 
ceeding  year,  and  (11)  other  unused 
credits  carried  to  such  preceding  or  suc¬ 
ceeding  year  which  are  attributable  to 
unused  credit  years  prior  to  the  particu¬ 
lar  imused  credit  year. 
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(3)  Effect  of  net  operatina  loss  carry¬ 
back.  If  the  effect  of  a  net  operating 
loss  carryback  is  to  create  a  consolidated 
unused  credit,  such  unused  credit  shall 
not  be  treated  as  a  consolidated  invest¬ 
ment  credit  carryback.  However,  the 
full  amount  of  the  imiised  credit  so 
arising  shall  be  available  for  use  as  an 
investment  credit  carryover  for  the  five 
taxable  years  following  the  consolidated 
unused  credit  year. 

(4)  Taxable  years  beginning  before 
January  1,  1962,  and  ending  after  De¬ 
cember  31,  1961.  For  purposes  of  de¬ 
termining  the  amount  of  unused  credits 
which  may  be  carried  back  to  a  con¬ 
solidated  return  year  beginning  before 
January  1.  1962.  and  ending  after  De¬ 
cember  31. 1961.  and  added  to  the  amoimt 
allowable  as  a  credit  for  such  year,  the 
consolidated  limitation  based  on  amoimt 
of  tax  for  such  year,  determined  without 
regard  to  this  subparagraph,  shall  be  re¬ 
duced  to  an  amoimt  which  bears  the 
same  ratio  to  such  limitation  as  the 
number  of  days  in  such  taxable  year 
after  December  31,  1961.  bears  to  the 
total  number  of  days  in  such  year. 

(5)  Consolidated  investment  credit 

carryover.  The  consolidated  investment 
credit  carryover  which  may  be  added, 
subject  to  the  limitation  contained  in 
subparagraph  (2)  of  this  paragraph,  to 
the  amount  allowable  to  the  group  as 
a  credit  under  section  38  for  any  taxable 
year  shall  be - 

(1)  The  consolidated  unused  credits,  if 
any,  for  the  five  preceding  taxable  years 
to  the  extent  that  the  consolidated  \m- 
used  credit  for  any  such  preceding  tax¬ 
able  year  is  not  attributable  to  a  corpo¬ 
ration  making  a  separate  return  or  Join¬ 
ing  in  a  consolidated  return  filed  by  an¬ 
other  affiliated  group  for  the  taxable 
year  and  was  not  allowed  as  a  credit 
under  section  38  for  a  preceding  or  in¬ 
tervening  taxable  year,  and 

(ii)  With  respect  to  imused  credits  of 
a  corporation  arising  in  unused  credit 
years  for  which  such  corporation  filed  a 
separate  return  or  joined  in  a  consolidat¬ 
ed  return  filed  by  another  affiliated 
group,  but  subject  to  the  limitation  pre¬ 
scribe  by  subparagraph  (7)  of  this 
paragraph,  such  unused  credits,  if  any. 
for  the  five  preceding  taxable  years  to 
the  extent  that  the  unused  credit  for  any 
such  preceding  taxable  year  was  not  al¬ 
lowed  as  a  credit  iinder  section  38  for  a 
preceding  or  intervening  taxable  year. 

(6)  Consolidated  investment  credit 
carryback.  The  consolidated  investment 
credit  carryback  which  may  be  added, 
subject  to  the  limitation  contained  in 
subparagraph  (2)  of  this  paragraph,  to 
the  amoimt  allowable  to  the  group  as  a 
credit  under  section  38  for  any  taxable 
year  shall  be — 

(i)  The  amount  of  the  consolidated 
unused  credit,  if  any,  for  the  first  suc¬ 
ceeding  taxable  year  (to  the  extent  not 
attributable  to  a  corporation  making  a 
separate  return  or  joining  in  a  con¬ 
solidated  return  filed  by  another  af¬ 
filiated  group  for  the  taxable  year) .  re¬ 
duced  to  the  extent  such  consolidated 
unused  credit  was  allowed  as  a  credit 
under  section  38  for  the  first  two  preced¬ 
ing  taxable  years. 
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(ii)  The  amount  of  the  consolidated 
unused  credit,  if  any.  for  the  second  suc¬ 
ceeding  taxable  year  (to  the  extent  not 
attributable  to  a  corporation  making  a 
separate  return  or  joining  in  a  con¬ 
solidated  return  filed  by  another  af¬ 
filiated  group  for  the  taxable  year) ,  re¬ 
duced  to  the  extent  such  consolidated 
imused  credit  was  allowed  as  a  credit 
under  section  38  for  the  first  preceding 
taxable  year, 

(iii)  The  amount  of  the  consolidated 
unused  credit,  if  any,  for  the  third  suc¬ 
ceeding  taxable  year  (to  the  extent  not 
attributable  to  a  corporation  making  a 
separate  return  or  joining  in  a  con¬ 
solidated  return  filed  by  another  affiliat¬ 
ed  group  for  the  taxable  year) ,  and 

(iv)  With  respect  to  an  unused  credit 
of  a  corporation  arising  in  an  unused 
credit  year  for  which  such  corporation 
filed  a  separate  return  or  joined  in  a 
consolidate  return  filed  by  another  af¬ 
filiated  group,  but  subject  to  the  limita¬ 
tion  prescribed  by  subparagraph  (7)  of 
this  paragraph — 

(a)  The  amount  of  the  unused  credit, 
if  any,  of  such  corporation  for  the  first 
succeeding  taxable  year,  reduced  to  the 
extent  such  unused  credit  wsts  allowed  as 
a  credit  under  section  38  for  the  first  two 
preceding  taxable  years. 

(b)  The  amount  of  the  unused  credit, 
if  any,  of  such  corporation  for  the  second 
succeeding  taxable  year,  reduced  to  the 
extent  such  unused  credit  was  allowed  as 
a  credit  under  section  38  for  the  first 
preceding  taxable  year,  and 

(c)  The  amount  of  the  unused  credit, 
if  any,  of  such  corporation  for  the  third 
succeeding  taxable  year. 

(7)  Limitation  on  investment  credit 
carryover  and  carryback  from  separate 
return  years,  (i)  For  any  taxable  year, 
the  amount  included  in  the  consolidated 
investment  credit  carryover  of  the  group, 
under  subparagraph  (5)  (ii)  of  this  para¬ 
graph.  and  in  the  consolidated  invest¬ 
ment  credit  carryback  of  the  group,  im- 
der  subparagraph  (6)  (iv)  (a) ,  (b) ,  and 
(c)  of  this  paragraph,  shall  not  exceed 
the  limitation  determined  under  subdi¬ 
vision  (ii)  of  this  subparagraph. 

(ii)  For  purposes  of  subdivision  (1)  of 
this  subparagraph,  the  limitation  for 
any  taxable  year  shall  be  an  amount 
equal  to  the  amount  by  which  the  portion 
of  the  consolidated  limitation  based  on 
amount  of  tax  for  such  taxable  year  at¬ 
tributable  to  the  corporation  which  filed 
a  separate  return,  or  joined  in  the  filing 
of  a  consolidated  return  by  another  affili¬ 
ated  group,  in  a  preceding  or  succeeding 
taxable  year  exceeds  the  sum  of — 

(a)  The  credit  earned  (as  defined  in 
paragraph  (a)  (1)  of  this  section)  of  such 
corporation  for  the  taxable  year,  and 

(b)  The  unused  credits  of  such  corpo¬ 
ration  (or  attributable  to  such  corpora¬ 
tion)  which  may  be  carried  to  the  tax¬ 
able  year  arising  in  unused  credit  years 
prior  to  the  particular  unused  credit 
year. 

(iii)  For  purposes  of  subdivision  (ii) 
of  this  subparagraph,  the  portion  of  the 
consolidate  limitation  ba^d  on  amount 
of  tax  attributable  to  a  corporation  shall 
be  the  sum  of — 

(a)  So  much  of  the  consolidated 
liability  for  tax  attributable  to  such 


corporation  as  does  not  exceed  $25,000 
divided  by  the  number  of  corporations 
in  such  affiliated  group  (as  defined  in 
section  46(a)  (5) ) ,  and 

(b)  25  percent  of  so  much  of  the  con¬ 
solidated  liability  for  tax  attributable  to 
such  corporation  as  exceeds  $25,000 
divided  by  the  number  of  corporations 
in  such  affiliated  group  (as  defined  in 
section  46(a)  (5) ). 

(iv)  For  purposes  of  subdivision  (iii) 
of  this  subparagraph,  the  consolidated 
liability  for  tax  attributable  to  a  cor¬ 
poration  is  the  consolidated  liability  lor 
tax  for  the  taxable  year  multiplied  by 
the  ratio  which — 

(a)  The  taxable  income,  if  any.  of  such 
corporation,  bears  to 

(b)  The  aggregate  of  the  taxable  in¬ 
comes  of  the  several  members  of  tbe 
affiliated  group  having  taxable  income. 

For  purposes  of  the  preceding  sentence, 
taxable  income  of  a  corporation  means 
the  taxable  income  of  such  corporation 
included  in  the  computation  of  consoli¬ 
dated  taxable  income  for  the  taxable 
year  decreased  by  its  deductions  under 
sections  181,  243,  244,  245,  247,  and  9^ 
(and  in  the  case  of  a  member  of  an  af¬ 
filiated  group  to  which  the  consolidated 
section  175  deduction  is  applicable,  the 
section  17u  deduction),  increased  by  its 
separate  net  capital  gain,  and  increased 
or  decreased,  as  the  case  may  be,  with 
respect  to  its  separate  gains  or  losses 
from  involuntary  conversions  subject  to 
the  provisions  of  section  1231.  and  from 
sales  or  exchanges  of  proc>erty  subject 
to  the  provisions  of  section  1231. 

(8)  Consolidated  unused  credit  attrib¬ 
utable  to  each  of  the  several  members— 
(i)  In  general.  If  sm  affiliated  group 
filing  a  consolidated  return  has  a  “con¬ 
solidated  unused  credit”  for  a  taxable 
year  and  if  there  are  included  as  mem¬ 
bers  of  such  group  one  or  more  corpora¬ 
tions  which  made  separate  returns,  or 
joined  in  a  consolidated  return  filed  by 
another  affiliated  group,  for  any  of  the 
three  preceding  or  five  (or  six  in  the  case 
of  a  section  181  deduction)  succeeding 
tsixable  years,  the  portion  of  such  con¬ 
solidated  unused  credit  for  such  consoli¬ 
dated  unused  credit  year  attributable  to 
such  corporations  several^  shall  be 
determine,  -such  portion  in  the  case  of 
any  such  corporation  being  determined 
under  the  provisions  of  subdivisions  (ii) 
and  (iii)  of  this  subparagraph. 

(ii)  Carryback.  In  the  case  of  4 
carryback  of  a  consolidated  unused 
credit  to  a  taxable  year  for  which  the 
corporation  made  a  separate  return  or 
joined  in  a  consolidated  return  filed  by 
another  affiliated  group,  the  portion  of 
such  consolidated  unused  credit  for  the 
consolidated  unused  credit  year  attrib¬ 
utable  to  such  corporation  shall  be  an 
amount  equal  to  the  amount  of  such  con¬ 
solidated  unused  credit  multiplied  by  tbe 
ratio  which — 

(a)  The  credit  earned  (as  defined  in 
paragraph  (a)  (1)  of  this  section)  of  such 
corporaUon  for  the  consolidated  unused 
creffit  yesu:,  bears  to 

(b)  The  consolidated  credit  earned  (as 
defined  in  paragraph  (a)  (1)  of  this  sec¬ 
tion)  for  such  consolidated  unused  credit 
year. 
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(lil)  Carryover.  In  the  case  of  a 
carryover  of  a  consolidated  unused  credit 
to  (or  a  section  181  deduction  for)  a 
taxable  year  for  which  the  corporation 
makes  a  separate  return  or  joins  in  a 
consolidated  return  filed  by  another  affil¬ 
iated  group,  the  portion  of  such  consoli¬ 
dated  unused  cr^t  for  the  consolidated 
unused  credit  year  attributable  to  such 
corporation  shall  be  an  amount  equal  to 
the  amount  of  such  consolidated  imused 
credit  multiplied  by  the  ratio  which — 

(a)  The  portion  of  the  consolidated 
credit  earned  with  respect  to  any  section 
38  property  placed  in  service  in  the  con¬ 
solidated  unused  credit  year  and  owned 
by  such  corporation  (whether  or  not 
placed  in  service  by  such  corporation)  at 
the  close  of  the  last  day  with  respect  to 
which  the  taxable  income  of  such  cor¬ 
poration  is  included  in  the  consolidated 
return,  bears  to 

(b)  The  consolidated  credit  earned  for 
such  consolidated  unused  credit  year. 

(9)  Consolidated  unused  credit  before 
or  after  consolidated  return  period.  (1) 
The  consolidated  rmused  credit  of  an 
aflUiated  group  filing  a  consolidated  re¬ 
turn  shall  be  used  in  computing  the  con¬ 
solidated  investment  cre^t  carryover  or 
carryback  to  (or  section  181  deduction 
for)  a  subsequent  (or  preceding)  taxable 
year  of  the  group  notwithstanding  that 
me  or  more  members  of  the  group  in  the 
consolidated  unused  credit  year  make 
sq;>arate  returns  (or  join  in  a  consoli¬ 
dated  return  made  by  another  affiliated 
group)  for  such  sub^uent  (or  preced¬ 
ing)  taxable  year,  but  only  to  the  extent 
that  such  consolidated  unused  credit  is 
not  attributable  (as  determined  under 
subparagraph  (8)  of  this  paragraph)  to 
the  severed  corporations  making  separate 
returns  (or  joining  in  a  consolidated  re¬ 
turn  made  by  another  affiliated  group) 
for  such  sub^uent  (or  preceding)  tax¬ 
able  year. 

(il)  The  portion  of  such  consolidated 
unused  credit  attributable  to  the  several 
corporations  making  separate  returns  (or 
joining  in  a  consolidated  return  made  by 
another  affiliated  group)  for  a  subse¬ 
quent  (or  preceding)  taxable  year  (re¬ 
duced  to  the  extent  allowed  as  a  credit 
under  section  38  for  a  prior  taxable  year) 
shall  be  used  by  such  corporations  sev¬ 
erally  as  investment  credit  carryovers  (or 
carrybacks)  to  such  separate  returns  or 
such  consolidated  returns  of  another 
affiliated  group  or  as  section  181  deduc- 
ti(X)s  on  such  separate  returns  (or  such 
c<msolldated  retrum  of  another  aflillated 
group). 


(10)  Rules  with  respect  to  unused 
credits  under  section  381.  (i)  If,  in  the 
computation  of  the  consolidated  invest¬ 
ment  credit  carryover,  there  is  included 
an  amount  with  respect  to  an  unused 
credit  of  a  corporation,  arising  in  a 
taxable  year  for  which  it  filed  a  separate 
return  or  for  which  such  corporation 
joined  in  a  consolidated  return  filed  by 
another  affiliated  group,  which  is  a 
transferor  or  distributor  of  assets  within 
the  meaning  of  section  381(a)  to  a  mem¬ 
ber  of  the  affiliated  group,  the  amoimt 
included  in  the  consolidate  investment 
credit  carryover  with  respect  to  such 
transferor  or  distributor  shall  not  exceed 
the  limitation  contained  in  subpara¬ 
graph  (7)  of  this  paragraph  determined 
with  reference  to  the  acquiring  corpo¬ 
ration.  The  computation  shall  be  made 
as  described  in  subparagraph  (7)  of  this 
paragraph  as  though  the  acquiring  cor¬ 
poration  had  an  unused  credit  In  a  year 
for  which  it  filed  a  separate  return  or 
for  which  such  acquiring  corporation 
had  joined  in  a  consolidated  return  filed 
by  another  {ffifiliated  group. 

(11)  If,  in  addition  to  the  amount  de¬ 
scribed  in  subdivision  (1)  of  this  sub- 
paragraph,  there  is  included  an  amount 
with  respect  to  an  imused  credit  of  the 
acquiring  corporation  in  a  year  for  which 
it  ffled  a  separate  return  or  for  which  it 
joined  in  a  consolidated  return  filed  by 
another  affiliated  group,  the  tmused 
credits  of  both  the  acquiring  corpora¬ 
tion  and  the  transferor  or  distributor 
corporation  which  may  be  taken  into 
accoimt  as  imused  credits  in  determin¬ 
ing  the  consolidated  investment  credit 
carryover  may  not  exceed  the  limitation, 
determined  with  reference  to  the  acquir¬ 
ing  corporation,  computed  in  a  manner 
described  in  subparagraph  (7)  of  this 
paragraph. 

(ill)  For  purposes  of  subdivisions  (i) 
and  (il)  of  this  subparagraph,  if  the 
transferor  or  distributor  corporation 
was  a  member  of  another  affiliated  group 
which  filed  a  consolidated  return,  the 
amount  of  the  consolidated  unused 
credit  of  such  affiliated  group,  if  any, 
attributable  to  such  transferor  or  dis¬ 
tributor,  shall  be  treated  as  the  unused 
credit  of  such  corporation. 

(c)  Early  dispositions,  etc.,  of  section 
38  property — (1)  Dispositions  of  section 
38  property  during  and  after  consoli- 
dated  return  period.  Except  as  pro¬ 
vided  in  subparagraph  (2)  of  this  para¬ 
graph — 

(1)  If  property  placed  in  service  in  a 
consolidated  return  period  is  disposed  of 
or  otherwise  ceases  to  be  section  38  prop¬ 
erty,  or  becomes  public  utility  property, 
with  respect  to  any  corporation  during 


any  taxable  year  (whether  consolidated 
or  separate),  the  provisions  of  section 
47(a)  (1)  or  (2),  as  the  case  may  be, 
shall  apply  (whether  such  property  was 
placed  in  service  by  such  corporation  or 
was  received  by  such  corporation  in  an 
intercompany  transaction  to  which  sub- 
paragraph  (2)  (i)  of  this  paragraph  ap¬ 
plied)  and  the  increase  in  tax,  if  any, 
shall  be  added  to  the  tax  liability  of  such 
group  or  such  corporation,  as  the  case 
may  be. 

(il)  If  property  placed  in' service  in 
a  separate  return  year  is  disposed  of 
or  ceases  to  be  section  38  property,  or 
becomes  public  utility  property,  with  re¬ 
spect  to  any  corporation  during  a  tax¬ 
able  year  for  which  such  corporation 
joins  in  the  filing  of  a  consolidated  re¬ 
turn,  the  provisions  of  section  47(a)  (1) 
or  (2).  as  the  case  may  be,  shall  apply 
and  the  increase  in  tax,  if  any,  ^all 
be  added  to  the  tax  liability  of  such 
group. 

(2)  Exceptions,  (i)  For  purposes  of 
sections  46(c)  and  47(a)(1),  a  transfer 
of  section  38  property  from  one  member 
of  an  affiliated  group  to  another  mem¬ 
ber  of  such  group  in  an  intercompany 
transaction  during  a  consolidated  re¬ 
turn  period  shall  not  be  treated  as  a 
disposition  or  cessation.  The  preceding 
sentence  shall  not  apply  to  a  transfer  of 
section  38  property  unless  such  property 
was  placed  in  service  by  a  member  of  the 
group  in  a  consolidated  return  peiiod  of 
such  group. 

(il)  If,  in  any  taxable  year,  section  38 
property  placed  in  service  during  a  con¬ 
solidated  return  period  is  disposed  of  by 
one  member  of  an  affiliated  group  to  an¬ 
other  member  of  such  group  which  is  an 
organization  to  which  section  593  applies 
or  a  cooperative  organization  described 
in  section  1381(a),  the  tax  imder  chap¬ 
ter  1  of  the  Code  for  such  taxable  year 
shall  be  increased  by  an  amount  equal 
to  the  aggregate  decrease  in  the  credits 
allowed  under  section  38  for  all  prior 
taxable  years  which  would  result  solely 
from  treating  such  property,  for  pur¬ 
poses  of  determining  qualified  invest¬ 
ment,  as  placed  in  service  by  such  or¬ 
ganization  to  which  section  593  applies 
or  such  cooperative  organization  de¬ 
scribed  in  section  1381(a),  as  the  case 
may  be,  but  with  due  regard  to  the  use 
of  the  property  before  such  transfer. 
The  consolidated  investment  credit 
carrybacks  and  carryovers  shall  be  ad¬ 
justed  under  the  principles  of  section 
47(a)(3)  by  reason  of  such  change  in 
use. 

(P.R.  Doc.  65-10624:  PUed,  Sept.  30.  1965; 

8:49  am.] 
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